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The Interrelation of Financial and Operating Data 

By Walter A. Staub, C.P.A. 

Not more than a generation ago, an "audit" frequently, if 
not usually, consisted of a comparison of vouchers, i. e,, receipts 
for moneys paid, with the record of pa)anents as set forth on 
the credit side of a cash book and the verification of the cash 
balance at the end of the period under review. The correctness 
of the record of receipts as set forth on the debit side of the 
cash book was more often than not simply taken for granted. 
The report consisted either of a notation on the cash book at 
the closing date of the audit period reading, say, "Audited and 
found correct" and signed by the auditor, or it consisted of a 
very brief letter or certificate stating, for example, "I have 
audited the accounts of Blank for the year ended 31st December 
18 — and found them to be correct." 

A survival of this form of audit is still to be found in the 
"audits" conducted by auditors appointed by the courts in estate 
cases — ^the audit in such cases consisting largely of an inquiry as 
to the items for which the executor, trustee or other fiduciary 
agent should account and the integrity of the account as regards 
the expenses claimed to have been paid or other disposition made 
of the funds of the estate. In such audits comparatively little 
consideration — in fact, it may be said ordinarily no consideration 
— is given to the degree of efficiency with which the trust has 
been administered. 

Great advances have been made in the field of public ac- 
countancy in the past generation — ^yes, even in the last five years 
— and the professional accountant of today must have a broader 
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vision than his forerunner, and must be prepared to assume 
responsibilities which would make the practitioner of earlier days 
shudder. Business methods are different today from what they 
were before the telephone and typewriter had come into use, and 
so the public accountant of today can no longer be a mere checker 
of vouchers as in the early days. He must be able to visualize 
the operations of a business ; that is, he must be able to see them 
in such a way that he may point out unfavorable tendencies, in- 
efficient or improper management, and in general render construc- 
tive service. 

To be sure, the accountant's responsibility, or what is expected 
of him, is not yet alike in all cases. Some business men who avail 
themselves of the accountant's services do not yet realize their 
scope or possibilities or are not prepared to accept services other 
than auditing in the narrower sense of the word. Even though 
this be true in some cases, however, every progressive account- 
ant feels an ever increasing responsibility and realizes that the 
demand of the times is for greater efficiency and usefulness of 
service. 

All that has so far been written will be generally admitted, 
and the question is : How can the accountant increase the value 
of his services and best measure up to what is already expected 
of him in many quarters and fit himself to meet the ever expand- 
ing requirements ? 

One way to do so is to take advantage of every opportunity 
to relate or connect the data appertaining to the physical side of 
his client's operations with the statements reflecting the financial 
aspect of the operations. This is by no means a new or novel plan, 
but it is not used by all accountants as fully as it might be and 
the value and importance of it are, perhaps, not realized by all 
accountants as much as they should be. 

Nbed for ReieATiNG Financial and Operating Data 

A well arranged statement of earnings and expenses serves 
a useful purpose and conveys more or less valuable information. 
It is difficult, however, for an interested party to determine from 
a study of a statement showing merely the amount of money 
earned, the amount of expenses incurred and the resulting profit 
or loss, how efficiently the operations of an enterprise have been 
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conducted. Furthermore, it is extremely difficult, and in many 
cases impossible, to compare the relative efficiency of two con- 
cerns in the same line of business when only their financial state- 
ments are available for comparison. When we leave the realm 
of strictly business undertakings and consider municipalities and 
institutions, the comparison merely of their financial statements 
is usually of little significance. 

Now in many industries and in many governmental and in- 
stitutional functions, a unit of production or service can be found 
for expressing the volume of production or service, which can 
be used to 'show the realization and cost per unit of production 
or service. In many factories the variety of product is such that 
it is not possible to fix on any one unit of production which can 
be made the basis for stating the voltime of production or sales 
of even one department, not to mention the entire factory. 

For instance, a machine shop doing a jobbing business or 
manufacturing only on orders according to the purchasers' de- 
signs, could liot express its production or work done in terms of 
any one unit which would indicate the volume of production and 
consequently permit of ascertaining the cost per unit of output 
or of sale. The same thing is true of printing shops, furniture 
factories and many other manufacturing establishments which 
will readily come to the reader's mind. For such concerns, more 
or less detailed cost accounts are necessary in order to permit of 
the management's critically studying the operations. It is sur- 
prising, however, how many industries do lend themselves to the 
treatment indicated, i. e,, that the operations can be stated not 
only as to their financial results but also in a broad way as to 
the volume of either production or sales in terms of a given unit, 
from which data the realization and cost per unit can then be 
determined. 

Industrial Units of Production 

Among the industries whose operations are susceptible of 
such treatment, may be mentioned the following: 
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Industries 

Mining : 

Coal 

Iron 
• Precious metals 
Quarries 

Lumber camps or saw mills 
Coke ovens 
Cement mills 
Foundries 



Units of Production 



Ton coal 
'* iron 

Pound metal 

Ton stone 

Thousand feet logs or lumber 

Ton coke 

Barrel cement 

Pound iron, brass or other cast- 
ings; or ton of cast iron pipe 



Rolling mills 



Blast furnaces 
Flour mills 
Linseed plants 
Tanneries 

Automobile factories 

Spinning mills 
Knitting mills 
Textile mills 
Creameries 



Ton or pound of bar iron, shapes 
or rails 

Ton pig iron 

Barrel flour 

Gallon oil 

Dozen skins (kid) or square foot 

hide (calf or kid) 
Machine (where only one type 

is made) 
Pound yam 
Dozen garments 
Yard cloth, ribbon, etc. 
Pound butter 



In some businesses there is but one final unit, as in coke manu- 
facturing, where the unit is the ton of coke produced. In others, 
for instance knitting, there may be a general unit, such as dozen 
of stockings or underwear, but different sizes thereof. Conse- 
quently care must be exercised, when dealing with a concern of 
the latter class, in using the total quantity of production, as unit 
costs are in such cases really averages of a number of varying 
units and the proportion of large and small sizes in the total 
output may vary from one fiscal period to another. 

Even in such cases, however, it is often found that there is 
considerable uniformity from one period to another. For in- 
stance, underwear is usually sold with a given assortment of 
small, medium and large sizes in a given quantity. The ac- 
countant's experience and judgment must indicate to him just 
how far it is safe to make use of a general or average unit of 
production in a business where one absolutely uniform unit does 
not obtain. 

The fact that in some factories which have a standard unit 
of production, such as yard of cloth or dozen of underwear, 
there are many different grades or qualities of articles produced 
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must also not be overlooked. This may be the case to such an 
extent that it would not be safe to base any conclusions on totals 
of units which are uniform as to quantity but not as to quality. 
On the other hand the volume of production and sales is valuable 
information, even though the averages which would be obtained 
by dividing such quantities into the corresponding money amounts 
might be of little value or even misleading. This is another case 
for the accountant to bring his good judgment and past ex- 
perience to bear in deciding how far to go in making use of such 
data. 

The unit of production may vary with the successive pro- 
cesses in a manufacturing operation for which there is one final 
unit. As an example may be cited the manufacture of cement. 
Here the final unit is the barrel of cement made and the figures 
showing the total number of barrels produced and sold respec- 
tively, the cost per barrel made and the realization per barrel 
sold during a given period are in themselves sufficient to give 
quite an insight into the operations of a cement company, es- 
pecially if they are considered by one having some familiarity 
with the market conditions which obtained during the period 
under review. 

Much valuable information is obtained, however, if the volume 
of each of the operations preceding the ultimate production of 
cement is ascertained and correlated with the cost chargeable to 
each operation. This would involve ascertaining the following 
data: 

Operations Production Units Operation Costs 

Quanying Tons cement rock Total quarrying cost 

and limestone* 
Grinding Tons ground rock Total rock grinding cost 

Clinkering Barrels clinker Total clinkering cost 

Grinding clinker " cement Total clinker grinding 

cost 

The quantities of rock (ground and unground) and clinker on 
hand at beginning and end of the period must be dealt with in 
carrying forward from each operation in the manufacturing pro- 
cess to the succeeding operation the quantity of rock or clinker 
used and the cost thereof. This offers no particular difficulty. 



* If the company does not have Ita own limestone quarries, the quantity and 
eost of purchased limestone is best dealt with separate from the quarrying of 
cement rock. 
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With this data, the cost per unit in each of the several distinct 
operations can be easily calculated. The costs in each operation 
can be analyzed still further, but the data already indicated would 
of itself be sufficient to permit of valuable comparisons of the 
operations of one period with those of another, or with the 
operations of other plants in the same industry. 

In making such comparisons, however, it is necessary to 
compare both volimie of operations and unit costs. The volume 
has a large bearing on the unit cost and an increase in unit cost 
may be entirely due to a falling off in volume of operations. On 
the other hand, a unit cost which is about the same or falls 
slightly from one period to another should perhaps show much 
greater decreases because of greatly increased volume of opera- 
tions with correspondingly increased opportunity for utilizing 
the possibilities of effective organization and system and thinner 
spreading of the "overhead." 

One very helpful feature of a statement which combines 
financial and operating data and unit realizations and costs is 
that it makes it possible to determine how far an increase or 
decrease in profits is due to a rise or fall in prices of goods sold 
and how far to a decreased or increased manufacturing cost. 
This a purely financial statement cannot show. The sales of 
product may show a decrease in a given period as compared with 
the preceding period, yet there may have been an increase in the 
quantity of sales but a big drop in the prices realized. With 
both the quantity of sales and the average unit realization ascer- 
tained, the bearing of each of the several factors is plainly seen. 

In addition to giving a better picture, as it were, of the opera- 
tions than a financial statement alone can do, a combination of 
operating and financial data, wherever it is feasible to effect it, 
also has considerable value from an auditing standpoint. 

In this connection it is interesting to consider for a moment 
the famous Kingston Cotton Mill case * which has so often been 
mentioned in discussions on inventories and the auditor's re- 
sponsibility regarding them. In this case the padding of the in- 
ventories was continued over a period of years to bolster up 
decreasing profits. During the entire period in which the falsifi- 



* The essential facts In this case will he found in the court's opinion in 
MOMTOOMXBT'B Auditinff, Theory and Practice, pp. 677-679. 
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cation was practised, the company's accounts were being regularly 
audited. 

An old saying has it that "hindsight is easier than foresight" 
and it is not wise to criticise too harshly the practitioners of 
twenty years ago who had not the light which we enjoy today. 
Yet it may safely be said that had the auditor in this case not 
rested content with accepting the manager's certificate to the 
correctness of the inventory and preparing a profit and loss ac- 
count on a currency basis only, but had carefully considered the 
available operating data, or — as it might also be put — ^had con- 
structed a profit and loss account dealing with the quantities of 
yam and cotton on hand at beginning and end of each period, 
and of cotton purchased and yarn sold during the period, and 
making allowance for the usual loss of weight in manufacturing, 
the fraud would surely have been discovered. The quantity of 
cotton and yam in the inventory would so far have exceeded the 
quantity called for by the foregoing calculation, that the discrep- 
ancy would have invited searching investigation. 

Another use of operating data by the auditor, somewhat 
analogous to that just described, is the use of it as a basis for 
determining approximately the profits which should have been 
realized from a given volume of operations. For instance, in 
the linseed business, there is a more or less definite relation be- 
tween the market price of flaxseed and the market price of lin- 
seed oil which is extracted from flaxseed. If a linseed manu- 
facturer eliminates the speculative element from his business by 
"covering" sales of oil with purchases of flaxseed options, the 
profit to be realized may be figured by multiplying the number of 
bushels of seed which were put through the process by the 
expected rate of profit per bushel of seed. Of course, it will 
not work out exactly, and disturbing factors other than fluctua- 
tions in the price of seed (the raw material) and of oil and 
linseed cake (the products) at times may be encountered, but 
the very fact of reckoning with these factors and determining 
their eflFect will be a satisfaction in stating the operations and 
may result in placing valuable information before the client. 

Public Utility Units of Service 

The operations of most public service corporations lend them- 

7 
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selves very readily to the correlating of their physical and finan- 
cial aspects in a combined statement. It is in this field, too, that 
probably the widest use has been made of this method. The most 
generally used service units, as they may in the case of such 
operations be called, are as follows : 

Utilities Units of Service 

Railroads Ton mile (freight) ; passenger mile 

Electric railways Car mile; car hour; passenger 

Electric light and power K. W. hour 

Gas companies 1,000 cubic feet gas 

Water companies 1,000 gallons water 

The telephone companies form about the only class for which 
it is difficult to find a satisfactory service unit. If only the city 
exchange business had to be considered, the problem would be 
easily solved, as the number of calls made would be a natural 
and satisfactory basis for stating the volume of operations and 
for determining the revenue and operating cost per unit of service 
(the individual call). The long distance service, however, in- 
troduces a complicating factor, as the total number of calls in 
one period, resulting from the combining of local and long dis- 
tance calls indiscriminately, is very likely to be noncomparable 
with a like total for another period and particularly for another 
district. When the revenue and the operating expenses of strictly 
local business can be completely segregated from those apper- 
taining to long distance business, the calls made can be very 
satisfactorily used as a basis for stating volume of operations 
and unit cost of operation and unit revenue. 

In the case of some utilities, the operations must be divided 
into two or more sections and a distinct service unit used for each. 
In the case of railroads, for instance, the revenue and operating 
cost of freight and passenger service must be segregated if the 
units of ton mile and passenger mile are to be employed. As to 
the revenue this is readily done, but as to the operating expenses 
this is not so simple, as many of the expenditures are for the 
common benefit of both classes of service. The maintenance of 
way and general expenses are pertinent illustrations. 

When it is borne in mind, however, that in determining manu- 
facturing costs, a very considerable portion of the factory ex- 
penses must be apportioned among the various articles manu- 
factured on a more or less arbitrary basis, there is really no 

8 
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reason why in the case of railroads and similar utilities expenses 
which apply alike to several different classes of service should 
not be apportioned among the several services in a way that 
careful observation and study indicate to be as fair as possible. 
Unless such a separation or apportionment is at least attempted, 
the cost of performing each different class of service is not even 
approximately known, and with the ever increasing regulation 
of rates charged by public utilities this is surely most important. 
Of course, the units shown are by no means all that can be 
employed. Different units may be applied to various groups of 
operating expenses, as, for instance, the cost of maintenance per 
mile of track and in turn the number and cost of ties per mile 
of track and so on. 

Governmental and Institutional Units of Service 

It might at first glance be thought that expenditures for 
various kinds of governmental service or functions would hardly 
yield themselves to the kind of treatment which has been ad- 
vocated for the stating of industrial and public service opera- 
tions. It is true that for some kinds of services it is most diffi- 
cult to find a satisfactory unit of service; on the other hand it 
is also true that careful study and analysis show that such units 
can be found for expressing the quantity of various kinds of ser- 
vice and for stating the cost per unit of service more often than 
might be thought. 

In the case of water works, gas plants and similar utilities, 
the same service units would naturally be used as by public ser- 
vice corporations. In the case of garbage disposal, for instance, 
the tons removed would express the amount of service ; of street 
cleaning and street maintenance, the square yards of street area 
cared for; of police and fire service, the population served or 
square miles covered, or both; of inspections of various kinds, 
the number of inspections of each kind made. 

For schools the cost per pupil and for hospitals and asylums 
the cost per patient are good units. Effective use of such unit 
costs can be made by comparing the cost not only in one city with 
that in another, but also by comparing say, the cost per pupil at 
one school in a city with the cost at other schools of the same 
grade in the same city. 
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Some years ago the writer's firm, in reporting on the account- 
ing methods of one of the large cities of the country, recom- 
mended that the classification of the city's expenditures by 
activities, functions or operations 

be developed into a complete cost system by extending it to provide also 
for the complementary records or statistics of the quantity of work per- 
formed or service rendered. Thus sufficient data would be available for 
determining not only the total cost of a certain kind of service such as 
street cleaning, but also the length and area of streets cleaned and the 
cost per square yard. * * * The importance of developing the city's 
accounting system along the lines indicated is especially emphasized when 
it is remembered that the ultimate test which may be applied to determine 
whether or not a business enterprise is successful cannot be used to de- 
termine the efficienc>r of the conduct of a municipality's financial affairs. 
Business administration in the ultimate analysis has in view the earning 
of profits, and the accounts, if intelligently stated, will show how far this 
end has been achieved. On the other hand governmental administration 
is not concerned, directly at least, with earning profits but with rendering 
services to the community which presumably are to be paid for at cost 
by the community by means of taxes or special assessments. Hence it is 
that comparatively slight changes for the better or worse in the results 
of the administration of business enterprises are automatically brought 
to the attention of an ordinarily observant management by the fluctua- 
tion in net profits for succeeding periods of operation, while the cost of 
exercising governmental functions or performing public services may 
gradually increase in greater proportion than the growth of population 
or other causes warrant without the fact being noticeable excepting to the 
unusually vigilant. Even if expenditures do not increase, the service ren- 
dered may not represent full value for the expenditure made and yet the 
fact not be so obtrusive as to attract the attention of the average taxpayer. 

Actual or potential competition tends to compel the manufacturer or 
merchant to give adequate value for the money received from his cus- 
tomers. This spur to efficient service is almost entirely wanting in govern- 
mental administration. There is no competitor offering to furnish a bet- 
ter article or more efficient service for the same expenditure. It is only 
in the case of municipalities operating such enterprises as lighting or 
water supply plants that a private corporation sometimes assumes the 
role of the competitor by offering to operate the plant more efficientlv, 
and to the greater financial benefit of the city or the consumers or both, 
than the city appears to be able to do. 

There is another very important distinction between business enter- 
prises and municipalities which has a decided bearing on the expendi- 
tures of moneys in connection with their administration. In the case of 
business undertakings their revenue is limited to the return from their 
expenditures, and extravagant or unnecessary expenditures are not off- 
set by a corresponding return of income. There is thus an inherent 
necessity for keeping expenditures within the bounds of the income which 
tiiey may reasonably be expected to produce. On the other hand, muni- 
cipal expenditures are not, in the main, expected to produce direct revenue 
and the rate of taxation may be indefinitely increased to provide the 
funds for making extravagant or unwise expenditures. 

It is obvious that detailed information, not only as to the cost but the 
quantity of service rendered, must be had before the taxpayer, or those 
representing him, are in a position to commend or criticise intelligently 
the administration of the city's activities. 

Soon after the report, from which the foregoing extract is 
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quoted, was made public by the commission for which it was 
prepared, Dr. William F. Willoughby, assistant director of 
the census, read a paper on The Correlation of Financial and 
Physical Statistics of Cities before an annual meeting of the 
National Municipal League. The bureau of the census in its 
published statistics of cities has for some years been comparing 
the unit cost for certain kinds of municipal service in various 
cities. 

In the city before referred to, a complete cost system has 
since been installed for the board of education. The expenses, 
classified as to tuition, supplies, building maintenance, etc., are 
kept separate for each of the schools in the city, there being con- 
siderably over a hundred schools in all, and costs per pupil are 
worked out for the various classes of expenses. The comparison 
of the costs at the various schools and of the expenses for main- 
tenance of buildings and of equipment at the different schools 
yields information of great administrative value. 

In conclusion, it may not be amiss to quote from another 
public report on unit costs as related to municipal service which 
also applies to some extent to the consideration and comparison 
of unit costs shown for the operations of industries and public 
utilities. 

Unit costs are of great value for administrative and other purposes, 
but they are only one of several factors which have to be taken into con- 
sideration in determinincT whether or not a city's activities are being 
efficiently conducted. A low unit cost is not in itself conclusive evidence 
that real economy is being exercised in conducting the affairs of a city 
or institution. For instance, the cost per capita of operating the city 
homes and hospitals might be very low as compared with similar institu- 
tions elsewhere and at first glance it would seem that they were being 
operated on a remarkably economical and efficient basis. As a matter of 
fact, however, the low cost might be secured by supplying insufficient 
food— or of an inferior quality — ^to the inmates, or by having too small 
a staff of doctors and attendants, or again perhaps by "skinning*' the main- 
tenance of the buildings and other equipment, t. e., by failing to spend 
the amount required to maintain the equipment in the best of condition 
and in keeping with the most modern standards. This being so, it is 
desirable that unit costs shall be obtained not only for the operation as a 
whole, but for the component parts thereof. £1 g., the cost of conducting 
homes and hospitals should be shown not only in total per capita, but also 
tiie per capita for such leading items as salaries of attendants, subsistence, 
clothing, house furnishings, repairs, etc 

Furthermore, in conjunction with the ascertaining of unit costs as a 
basis for intelligent criticism of the conduct of the city's affairs, it will 
always be necessary to make observations at close range of the manner 
in which work such as that at the city institutions is being carried on, 
whether it is in accordance with the best practice or whether methods are 
antiquated and behind the times. Methods of caring for the unfortunate^ 
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particularly the insane, have undergone radical changes in recent years, 
and the design of the buildings and the auxiliary equipment required for 
the housing and treatment of the patients have likewise been vastly im- 
proved. 

We would not have it inferred from the foregoing paragraphs that 
unit costs and comparisons between different localities have little or no 
practical value. Of necessity the conditions obtaining in each case must 
be learned, but the conduct of municipal activities tends toward an 
average percentage of efficiency the country over, and a notable divergence 
from the average cost indicates a necessity for ascertaining whether a 
high cost is due to a high standard of service performed or whether it is 
due simply to extravagant or inefficient management; and, on the other 
hand, whether an unusually low cost be due to higher efficiency than the 
average or to a lower standard, t. e., poorer quality of service. As a 
general rule, it may be said that the comparison of the cost of conducting 
the activities of one city with costs of like activities elsewhere will in- 
dicate to a very considerable extent, even if not conclusively, the degree 
of efficiency of management in the city under consideration. Certainly 
if it costs less to perform the same service elsewhere it behooves a city 
to ascertain whether the quality of the service being performed elsewhere 
is equal to its own, and, if so, whether it is not feasible to reduce the cost 
of its own service. On the other hand an abnormally low cost compared 
with that in other localities may well raise the question whether the com- 
munity is performing the full measure of its obligations to its own citizens. 
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Cost Accounting Practice, With Special Reference 
to Machine Hour Rate* 

By Clinton H. Scovell, M.A., C.P.A. 

There is more reason now than at any other time for many 
years why American manufacturers should consider most care- 
fully the problems of finance and management of their busi- 
ness undertakings. Facing the prospect of increased foreign 
competition in some lines, and the tendency towards higher 
wages which inevitably follows the increased cost of living, 
and especially the increased cost of food, which makes up such 
an important part of working men's expenses, manufacturers 
are necessarily interested in any ways or means to make their 
industrial operations more efficient. 

Many things contribute to the efficiency of shop management. 
When a business is small, its success usually depends on the 
ability, foresight and good judgment of one or two energetic 
men. As the business grows, methods and system must more 
and more take the place of the manager's personal oversight, 
and the need increases for accounting sound in principle and 
simple in operation. 

Under the influence of the new science of management, 
there has been a constant study in the last few years of manu- 
facturing methods, operating standards, cutting speeds, etc., re- 
sulting many times in such marked increases of production that 
the management may be sure that an improvement has been 
made, even if it does not know exactly how much saving has 
been effected. 

It has been clearly established, however, that the cheapen- 
ing of manufacturing operations which is brought about by a 
better operating practice is frequently secured at a considerably 
increased cost for office force, planning departments, helpers, 
supervision and other indirect labor, sometimes wrongly called 
non-productive. As a result the practical problem for the manu- 
facturer is to compare the lessened direct cost for labor and 
equipment with the increased cost for the other factors. This 



* An address delivered before the annual contention of the National Associa- 
tion of Machine Tool Builders. Hotel Astor. New York. October 22. 1913. 
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he can do only when he has an adequate cost accounting prac- 
tice. 

It is my purpose to point out the essentials of a cost sys- 
tem for a machine shop, or a manufacturing plant where the 
operating conditions are similar, with especial reference to the 
theory and practice of a machine hour rate. I expect to show 
you that this is an intensely practical matter, and that it has 
an important bearing on the sales policy and the general manage- 
ment of your business. 

Classify Expense Properly — Distribute it Correctly 

Good cost accounting depends on the correct application of 
a few well understood principles. The first is to have the direct 
charges from the original sources, that is, pay-roll and material 
distributions, correctly classified between direct and indirect 
costs, and then to determine how the indirect, or so-called non- 
productive charges, may be identified with the product. 

Any cost accounting practice worthy of the name should re- 
cord accurately the direct labor costs. In a machine shop, or 
under similar conditions, this direct labor cost should be ap- 
plied with precision to each job going through the shop. Very 
little cost accounting practice, however, has attained any similar 
precision for distributing the indirect charges for equipment, 
referred to hereafter in this article as burden. 

What is Burden? 

As the difficult and important part of cost accounting is to 
determine how a correct distribution of burden may be ac- 
complished, it is clearly worth while to consider briefly the 
elements of burden. 

It is a tedious and expensive undertaking to build and equip 
a new plant, and to complete the cycle of manufacture from de- 
sign to finished product; and there is much to gain in the way 
of a clear understanding of costs, if we trace out this develop- 
ment step by step, taking careful note of the elements of the 
problems as we proceed. 

When a new industry is to be established, the directors first 
buy a parcel of land suitable for the location of the proposed 
shop. If the purchase price is $40,000 the new enterprise has at 
once absorbed capital that should earn about $2,000 to the 
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ordinary, prudent investor, who takes no manufacturing or trad- 
ing risks. A site as costly as this is probably situated in or near 
a city, so that it will be subject to taxes of $500 or $600. 

Shop buildings are next erected at a cost, let us say of $200,- 
000 more. This outlay of capital, like the investment in land, 
involves an annual interest charge (of some $10,000), and under 
present laws, an annual penalty of some thousands of dollars 
more for taxes. But, unlike land, the buildings will require con- 
stant repairs. Even then they are subject to a slow but certain 
deterioration and obsolescence that must be met by a charge 
for depreciation. To protect the investment, the owners must 
pay insurance and provide watchmen. To make the buildings 
usable, they must be heated and lighted, supplied with water and 
fresh air, and regularly cleaned. The striking thing about these 
charges is that they all go on without any abatement, unless the 
shop is shut down, dark and cold, and even then the principal 
charges — interest, taxes, insurance, repairs and depreciation — 
abate scarcely at all. 

All this expense has been incurred by the management to 
provide suitable areas for the intended manufacturing process. 
If there are five or six subdivisions, each one may occupy an 
entire small building, or all or part of a floor in a larger build- 
ing. Whatever the details, each department (if we may use 
that overworked word) uses so many hundred square feet of 
floor space and must carry its proportionate share of the land 
and building charges already described. 

Within a department there may be one or more different 
operations, such as, milling, grinding, boring, turning, planing, 
fitting and assembling. The equipment in each case represents 
an investment of capital; it requires the payment of taxes and 
insurance; it suffers depreciation (even more rapid than the 
building), and it incurs charges for power, repairs, and such 
indirect items as superintendence, inspection, and helpers' ser- 
vices. If the shop shuts down, the power may be shut off and 
the foreman dismissed; but so long as it runs, however short 
handed, or however inefficient, these charges do not change 
materially; and the fundamentals of interest, taxes, insurance, 
etc., (with the possible exception of repairs) are not one whit 
less. 

All that has been described so far is overhead expense, more 
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properly termed burden, and does not include any labor applied 
directly to the product (like the operative who is working at 
a lathe or boring mill). 

This great accumulation of burden represents manufactur- 
ing capacity. Each department, and each separate machine 
tool has a known annual burden. Its cost per hour is determined 
by dividing the total burden by the hours in the working schedule, 
and the shorter the schedule, the greater the hourly cost. 

Having completed the buildings and installed the equipment, 
the management is ready to begin manufacturing operations. As 
the several parts of the machine progress from rough castings 
or forgings to finished pieces ready for the assembling floor, 
their value has increased as they have absorbed the successive 
increments of direct or productive labor and of the burden ap- 
pertaining to the production centres through which they have 
passed. 

Cost Accounting and Production Control 

Before illustrating the practical application of this theory, 
I want to point out that good cost accounting is a help to effi- 
cient management, not only as it traces and records values but 
also as it may be made a powerful agent for production control. 
From my experience in professional service for industrial plants, 
I emphasize more and more the practical value of this second 
aspect of the work. 

It follows therefore, that the first step in planning a cost ac- 
counting practice for a machine shop is to consider by whom 
and how authority to manufacture shall be made. It is simple 
enough to order ten castings from a given pattern which has 
already been made, but as you all know, the production of a 
machine tool involves orders for castings of many different pat- 
terns and sizes, bar stock for forgings, etc., and these material 
orders are all very simple in comparison with the complex 
schedule of machine operations which are required to produce 
the finished parts. You all recognize how important it is that 
parts should be made in quantities that are economical and 
that the different pieces required should all be ready together on 
the assembly floor. It is, therefore, of the utmost importance 
to make effective plans to initiate and control the production so 
that these results may be accomplished. The management will 
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then have a definite schedule of manufacturing eperation on 
which costs may be determined by orders, by lots, by individual 
parts — with as much or as little detail as may be necessary. 

What Constitutes an Adequate Cost Practice 

Returning now to the subject of specific costs, the first step 
is to provide such labor records, preferably with good auto- 
matic time stamps, as will make possible the necessary distinc- 
tion between direct and indirect operations, and the exact time 
devoted to each lot of material or each expense order. 

The next step is to compute the burden correctly for each 
department, including interest, taxes, insurance and deprecia- 
tion on the buildings and equipment, and the additional charges 
for power, supervision and repairs. In many industrial plants 
"manufacturing expense" includes only part of these charges. 
The first cost of manufacturing is plant investment — ^land and 
buildings. No management using a rented plant would think 
of omitting rent from overhead charges. When the manufac- 
turer becomes also a landlord, as when the plant is owned by the 
manufacturing company, what sound reason can possibly be 
given for omitting from burden the charges which the manage- 
ment incurs in lieu of rent? 

The equipment presents a slightly different problem. Very 
few manufacturers operate with rented equipment; if they do, 
there is rent to pay, as an unavoidable burden on the manufactur- 
ing operations. When the equipment is owned, the maintenance 
charges are equally unavoidable. The manufacturer must get 
interest on his investment before he has in any sense a profit, 
and he must bear the expense of taxes, insurance, depreciation 
and repairs. Although these elements of cost may be neglected 
or not stated, they are, nevertheless, taking their proper share, 
or more, of what is figured without them as gross profits. 

The weakness of many cost systems is that important ele- 
ments of indirect cost are thrown together in a ''general ex- 
pense" account, concealing the leaks and wastes that reduce 
efficiency and curtail profits. Many manufacturers have no 
doubt been satisfied to handle burden in vague and general terms 
because they did not know any better way to dispose of it. 

It may be stated confidently that under ordinary machine 
shop conditions, no accurate distribution of burden can be ac- 
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complished, and therefore no accurate costs determined, by 
spreading burden over all the work done in the shop as a per- 
centage of the cost of direct labor. In the shop proper, with its 
widely varying equipment of machine tools, distribution on the 
basis of a man hour rate is not very much better, although, as I 
shall point out later, that plan works very well for fitters and 
assembly men. 

To secure a correct burden distribution it is only necessary 
to prove, by analysis, the elements of which it is composed and 
then to consider how all this overhead is actually applied to the 
product. 

Attention Should be Fixed on the Production Center 

At this point we encounter another mistaken tradition of 
"departmentalized costs." To define burden correctly in each 
department is good as far as it goes, but it does not go very far, 
especially in a machine shop. The attention of the manager and 
the cost accountant ought to be fixed on the individual produc- 
tion centre, usually a power machine. Recent developments 
under actual shop conditions show that the correct burden for a 
machine tool may vary from less than ten per cent to over three 
hundred per cent of a machinist's wages. The widely accepted 
method of charging burden to costs on the value of productive 
labor makes no distinction between the mechanic at the bench, 
whose work has practically no burden except supervision, and 
the operator using a costly machine, which involves heavy charges 
for maintenance, power and repairs. 

Fallacy of Average Rates 

Face this situation squarely and the fallacy of an average 
rate is exploded forever. Instead we recognize as many ele- 
ments of burden as possible, and while it is not necessary or 
desirable to apply these elements separately to the cost of each 
job, it is from every point of a view desirable to identify the 
burden with the production centers through which it is charged 
to the jobs. For machine tools, under this plan, there is a charge 
to each job for the use of a tool as specific and as definite as the 
charge for the wages of the mechanic who operates the tool. 
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Bench Hands and Assembling Crews 

The work of bench hands and mechanics on the erecting 
floor must be accompanied by a burden charge which obviously 
is not literally a machine hour rate. The burden rate for bench 
equipment differs not at all in principle from the rates for the 
machine tools. If , as is usually the case, the mechanics at the 
bench work under substantially uniform conditions, a uniform 
rate may be made at so much per hour for the use of the ac- 
commodations which they require for their work. In a large 
shop the bench rate might be different in different departments. 
Since it is uniform for all mechanics who work at the bench, 
it is practically a man hour rate. It must be borne in mind, how- 
ever, that it is a rate for the use of equipment only, unless in- 
deed the circumstances make it convenient to merge the cost of 
supervision with the cost of equipment. 

The erecting hands in a shop present a problem of a dif- 
ferent kind. Their work usually requires a considerable area, 
and important charges for crane service and supervision. To 
speak of this work in terms which have long been familiar in 
cost accounting practice, the erecting floor may be considered as 
a department whose burden is to be distributed with reference 
to the work performed by the mechanics employed in the de- 
partment. Probably the best way to distribute this burden is 
on a man hour rate derived by dividing the total annual burden 
by the number of man hours for the department. 

General Burden 

There are other charges connected with the management of 
a machine shop or manufacturing plant which are not necessarily 
well expressed through an hourly equipment rate. Such are 
charges for the drafting room, the bookkeeping, cost accounting, 
supervision, liability insurance, and general charges of manage- 
ment not specifically and directly connected with the maintenance 
and operation of machinery. These are charges which in a 
small shop should be applied in a fairly uniform way over all 
the employees in the establishment, preferably on a man hour 
basis. This charge would be known as general burden, and 
since it would be uniform, it may be applied to the cost of each 
job, against which hours of mechanics' time have already been 
recorded, with very little additional work. 

19 



Digitized by 



Google 



The Journal of Accountancy 

Why Scientific Machine Rates are Important 

The successful operation of a scientific machine rate is the 
most important development that has occurred in cost accounting* 
practice in a generation. As these rates may be applied to the 
cost of jobs, the charge for burden which hitherto has been the 
difficult and uncertain part of cost accounting will be as accurate 
as the charge for direct labor. Furthermore, the use of equip- 
ment rates, in effect a precision method for the important part 
of overhead expense or burden, requires no more work in a cost 
office than the application of a rate which contains only part of 
these charges. 

There are two good reasons for saying that a scientific ma- 
chine rate is a development of tremendous importance in cost 
accounting practice. The first is that referred to in the opening 
paragraph of this article, namely that it is essential when scien- 
tific management is introduced that there should be an exact 
measure of the saving which is effected by it. The literature on 
this subject has not thus far made a sufficient recognition of 
the very important fact that if an operative reduces the time on 
a given job from ten to seven hours, for example, he has not 
only saved three hours at his wage rate, but also three hours 
of the rate for the machine tool which he has used, and three 
hours of general burden. As will appear from the table an- 
nexed to this article, these overhead costs are frequently more 
important than the direct wage which has already received so 
much attention. 

Cost accounting practice, moreover, which analyzes burden 
charges as described in the foregoing paragraphs would natur- 
ally make a very precise account of the increases in overhead ex- 
pense of any kind. In some cases in connection with the intro- 
duction of scientific management, these increases would be in a 
particular department, and would operate to increase the burden 
which would be disposed of as a machine hour rate for the tools 
in that department. Usually, however, the additional charges 
would operate to increase the general burden, which is one of 
the most important and at the same time, one of the most elusive 
elements of manufacturing cost. 

A Measure of Loss Due to Slack Production and Inefficient 
Operation 
The second reason for attaching so much importance to a 
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scientific machine rate is that it makes possible an accurate 
measure of the loss due to slack production or interrupted opera- 
tion. This is perhaps more important than the improved ac- 
curacy of cost records referred to above. When the board of 
directors is gathered at the end of the year, or once in six months, 
to learn about the results of the period under review, they do 
not often consider such detailed matters as the cost of individual 
orders. On the other hand, they are always interested in any 
explanation which the manager has to make about losses that 
are due to curtailment of manufacturing operations. 

The directors at such times would value more than anything 
else a clear statement showing how much their company had 
lost on this account, especially if the details of the statement 
could be readily understood and readily proved by an analysis 
of the operating conditions. The big problems (in regard to 
manufacturing) which the directors have to settle are to make an 
efficient use of plant and equipment, especially if they are asked 
to decide on new additions to meet a probable volume of busi- 
ness. The new plant means an added investment, and it is of 
the utmost importance that the accounts should subsequently 
show to what extent this investment was utilized. 

It is essential to distinguish clearly between losses or gains 
on machines actually made and sold, and losses due to slack 
production or inefficient use of equipment. 

It must be borne in mind that the finished product has ab- 
sorbed only the burden of the equipment actually used in its 
manufacture. It has not absorbed the burden of unused equip- 
ment or idle machinery. If the plant includes a foundry and 
the management decides to purchase castings, the idle foundry 
has contributed nothing to the product. It is obviously unfair 
to charge into the cost of goods the burden charges on the 
automatic machinery that may be idle because the management 
is buying and not making machine screws. If only three- 
quarters of the lathes run, the idle remainder have not helped 
machine parts actually manufactured, and although the plant 
may go into bankruptcy if it cannot utilize its equipment, the 
cost of the work actually done is not greater on that account. 

The burden on idle machinery is no more a part of the cost 
of manufacture (unless due to enforced seasonal variations) 
than the burden on a shop owned by another corporation. When 
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there is a proper distribution and application of expense bur- 
den, only the burden is charged to cost which represents the 
equipment utilized in manufacture, and burden not applied re- 
mains as a balance to be charged direct to the loss and gain 
account at the end of a month, six months or a year. (See dia- 
gram page 27.) 

This is readily accomplished through the means of burden 
accounts which collect by a very simple bookkeeping practice 
all of the charges in a given class, and receive credits as bur- 
den rates of the same kind as charged to the cost of product 
going through the works. The unearned burden in some cases 
may indicate an error which is to be corrected by using a more 
accurate rate in a subsequent period, but when proper records 
have been established, the unearned burden is a clear loss, and 
the balances of the burden accounts should be transferred directly 
to the profit and loss account. 

Effect on Sales Policy 

If the distinction is maintained between losses or gains on 
goods made and sold, and losses due to restricted output, the 
management will consider sales policies in a much more certain 
way than is possible when the facts are obscured in the haze 
of average costs, calculated on varying volumes of product. In 
respect to burden it is frequently true that costs figured as 
averages vary beyond all hope of comparison as the volume 
of output goes up or down. 

When a cost accounting practice is maintained that dis- 
tinguishes carefully between prime costs for material and labor, 
(which vary almost directly with the volume) and overhead 
charges or burden, the managers can see exactly in times of 
slack producton at what price they can take any work that is 
offered and get something to carry the burden of the shop, in ad- 
dition to the direct cost of labor and material. This, it must 
be admittted, is to some extent a matter of policy, for it may be 
better to hold a price and restrict output, rather than break the 
market by quoting prices that will give temporarily a little ad- 
ditional profit. 

A Measure of Manufacturing Efficiency 

Whatever the effect on sales policy, good cost accounting, 
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including correct burden distribution, is a matter of enduring 
importance from the point of view of manufacturing. Changes 
in voltmie may completely obscure gains or losses in efficiency, 
and render comparative costs of similar jobs impossible from 
season to season, solely because of the variations in the amount 
of business done. Exact costs, comparable under all condi- 
tions, are not to be secured unless the burden charged to pro- 
duction is only that appertaining to the equipment that is actually 
at work. 

From the manager's point of view, the significant fact is 
that the burden, which it is proposed to apply through a series 
of equipment rates, is not appreciably less when the operating 
schedule of the plant is reduced. . It is true that power charges 
may be slightly less, but the fixed charges for building space^ 
interest, insurance, taxes, depreciation, and in some circumstances 
for repairs also, are no less when the machines are idle. The 
manager of a machine shop cannot make a greater mistake in 
figuring costs than to charge a higher burden in any form what- 
soever for the operation of part of his equipment, because the 
rest of it is temporarily idle, or a higher rate for a smaller 
labor force because the plant is working on part time. These 
differences which have always attracted the attention of observ- 
ing managers are almost entirely clear loss or waste, and should 
be recognized as such and charged directly to the profit and loss 
account. 

A Practical Example 

The practical manager who regards these ideas as too theo- 
retical will do well to inspect the following list which shows the 
results of working out a machine hour rate for direct operating 
burden in a plant operating about one hundred and fifty ma- 
chines. 
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26 

29 

30 

47 

52 
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If one is disposed to criticise the minute division that has 
been made, such as having rates at 8c, 8.7c, 9c, 9.5c, and loc, it 
should be borne in mind that there is practically no more work 
in the cost accounting department in using five rates instead of 
two. Moreover, if an effort is made to combine some of these 
rates, it is exceedingly hard to say which rates should be raised 
and which should be lowered. If five rates like those mentioned 
above should be brought together, some of the rates would be 
at least 15^ out of the way. Such an error is altogether too 
large to be tolerated unnecessarily, when one is seeking for 
really accurate costs. 

At the plant where these rates are in force the burden for 
erecting hands, including the charges for floor space, crane ser- 
vice and supervision, was jive times the rate for bench hands. 
In addition to these rates every employee participates in a gen- 
eral burden which includes superintendence, managers, draft- 
ing, cost accounting, and all general charges, except those con- 
nected with selling expenses. 

Inaccuracy of the Old Methods 

The results which have been secured in working out these 
machine rates need only be stated to a practical man to show ilie 
violent inaccuracy which there must have been in cost account- 
ing when overhead charges were applied as a percentage of 
productive labor, or even on a uniform man-hour basis. The 
following figures will supply a vivid illustration of the inac- 
curacy of the old method: 



Job No. I 
5 hours labor @ 28c = $1.40 

5 hours burden on the 
average plan @ 30c = 1.50 

Total cost = $2.90 



Job No. 2 
5 hours labor @ 28c = $iu|0 

5 hours burden on the 
average plan @ 30c =1.50 

Total cost = $2.90 
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At the same wage rate the two jobs show the same cost be- 
cause they took the same time, although job No. i may have 
used a machine worth 3c per hour and job No. 2 a machine 
worth 24c per hour, or even one worth 50c per hour or more. 
Under these conditions, and asstuning a general burden rate of 
IOC per hour, the true cost of these two jobs was as follows : 

Job No. I Job No. 2 

5 hours labor @ 28c = $1.40 5 hours labor @ 28c = $140 

5 hours machine rate 5 hours machine rate 

@ 3c = .15 @ 24c = 1.20 

5 hours general burden 5 hours general burden 

@ IOC = .50 @ IOC = .50 

Total cost $2.05 Total cost $3.10 

This is a very conservative comparison. If job No. 2 required 
a machine worth 60c per hour, the cost would have been $1.40+ 
$3.oo+$.5o=$4.90. The percentage on labor method, or a 
straight man-hour rate in the shop, would show that these three 
jobs had the same cost, although as a matter of fact in the 
second case the cost was 151% and in the third case 239% 
greater than the first. 

Perhaps the best thing that can be said about cost accounting 
practice by machine hour methods is that it does not require any 
more work than any of the older methods that have been well 
developed as a means for taking out costs. At the plant from 
which the above illustration is drawn, it is not expected that 
there will be any increase in the cost accounting force for the 
operation of the plan as outlined. Of course, if a plant with an 
under-developed cost practice, or none at all, starts to make im- 
provements in a wholesale way, it must expect to increase the 
overhead charges. If this increase is wisely planned, it is sure 
to be a money making expenditure. 

Mass Production and Automatic Machines 

As noted earlier in this article, there are some conditions, 
of course, under which a machine rate cannot be used to dis- 
tribute burden, but the underlying principle of collecting all 
burden charges for each production center is sound, whatever 
method may be used for distribution. Some operations can best 
use a process rate, which includes labor and accessory supplies 
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as well as burden. This method is particularly applicable to mass 
production, or any work that is not made on successive and 
clearly distinguished manufacturing orders. The application 
of overhead charges, however, can be made through a process 
rate strictly in accordance with approved principles of burden 
distribution. 

Automatic or semi-automatic machines present a troublesome 
problem of burden distribution, especially as the burden is 
usually far more important than the labor as an element of manu- 
facturing cost. This problem has been handled at a plant operat- 
ing several hundred automatic machines by a plan of efficiency 
charts, which provide for charging to the job the cost of the 
effective operation of the machine. Cost accounts under this 
plan measure with great precision the loss due to slack produc- 
tion, or careless attention from the operator. 

Conclusion 

There are still some managers who do not realize the im- 
portance of a good cost and accounting practice, but the know- 
ledge it supplies is undoubtedly a valuable business asset, as well 
as a powerful aid to efficient management. The best possible 
evidence for this statement is that progressive and successful 
manufacturing enterprises are making liberal expenditures for 
work of this character. 

The present day trend of business is undoubtedly in the 
direction of a more exact and scientific knowledge of every 
important detail. Success by rule of thumb, or from energy 
and enthusiasm alone, is becoming more and more impossible. 
"The man who knows and knows he knows" is the man who 
wins. 
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Efl&ciency in Municipal Accounting and Reporting* 

By W. D. Ham man 
Deputy City Auditor of Los Angeles 

Accounting in some form is as old as civilization. Commer- 
cial accounting has reached a stage entitling it to be classed as a 
science ; municipal accounting, however, is still in the elementary 
stage and much of it is far removed from the realm of guess- 
work, while efficient municipal accounting is as yet in its swad- 
dling clothes. 

The financial affairs of a municipality concern every citizen, 
but "what is everybody's business is usually nobody's business — 
but the politician's." The modern efficiency idea is that the func- 
tion of a municipality is one of business, not politics; that a 
city government is analagous to a big commercial corporation, 
each citizen and taxpayer having the status of a stockholder. As 
a shareholder in a private corporation insists on an up-to-date 
accounting system, so the citizen-stockholder should demand a 
full statement of all the facts. An efficient system of account- 
ing and reporting will show what results are accomplished and 
what value in property or service the taxpayer's dollar buys. 

Assuming that we are all in the elementary class, let us con- 
sider a few fundamental principles in municipal accounting. 

Accounting in its higher aspects is a comprehensive term and 
includes organization, administration, and operation. An ac- 
count, as defined by SpraguE in his Philosophy of Accounts, is 
a "systematic statement of financial facts of the same or oppos- 
ing tendency, leading to a conclusion." There are few municipal 
accounts, so called, that measure up to this standard ; lacking sys- 
tem and proper classification of items, the "conclusion" formed 
may be erroneous and tend to conceal rather than reveal facts. 

An accountant, as viewed by the man in the street, is a 
"bookkeeper out of a job." Bookkeeping in ordinary practice 
is largely mechanical. A mechanical bookkeeper learns to stick 
certain pegs in certain holes, as has been done by those before 
him, but an accountant analyzes the facts, determines why, and 
follows a system of reason and logic, rather than one of pegs 
and holes. 



• a paper read before Uie California League of Municipalities. 
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"A public accountant" says Dr. Wm. Axlen in Efficient 
Democracy, in a critical vein, "is an itinerant bookkeeper who 
sells his time to tell whether a stationary bookkeeper's addition 
and classification are correct or incorrect." Continuing in the 
same humorous vein, Dr. Allen says : "An itinerant bookkeeper 
who demonstrated at a state examination that he was able to 
post books and add columns correctly was permitted to call him- 
self a certified public accountant." 

Seriously, the C. P. A. degree is one of honor and commands 
the highest r^ard, but certified accountancy has heretofore given 
scant attention to municipal accounting. There being no opera- 
tive results capable of being assembled and analyzed in a profit 
and loss account, the certified public accountant frequently fails, 
to show tangible results in his analysis of municipal accounts. 

This logically leads to a consideration of the differences be- 
tween private and public accounting. "The differences between 
public and private accounting," says Leonhauser in his Hand- 
book of Municipal Accounting, "are not differences in method; 
they are rather differences in the subjects concerning which in- 
formation is needed." The private corporation engages in busi- 
ness for profit; it is not a "welfare agency" except for its own 
stockholders ; they ask and have a right to expect results, profits 
and dividends. The profit and loss account as perfected by 
modem accountancy tells a complete history of corporation 
activity, its losses or gains. However, in the municipal corpora- 
tion, which rarely engages in business for profit, the chief con- 
cern is, or should be, the economic benefits to the public in gen- 
eral and the welfare of the individual citizen. This being the 
case the city's profit and loss account is non-existent; the city 
may indeed make gains or suffer losses, but these appertain 
rather to the good or evil economic results to its citizens, which 
are difficult to measure in dollars and cents. However, it must 
not be inferred that there is no way of measuring governmental 
business. 

Public accountants frequently refer to municipal bookkeeping 
as "cash book accounting," and the criticism with a few excep- 
tions is just. Ordinarily a record of the flow of cash into and 
out of the treasury is the only thing revealed, and the municipal 
account when kept on the cash book system does not tell what 
the interested citizen and taxpayer should know of extravagance 
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and waste on the one hand or of economy and efficiency on the 
other. 

A record of receipts and disbursements, even when kept in 
more or less detail, tells a rambling and disconnected story, from 
which the public can extract little of interest or real value. 

In justification of this method it is frequently said that the 
city business is like that of a bank, which reduces its trans- 
actions to a cash basis. There is a similarity, but it is more ap- 
parent than real ; the bank, while recording its various forms of 
credits as cash receipts and disbursements, nevertheless depends 
upon its profit and loss account for a knowledge of results. 
Imagine a cashier reporting to stockholders or directors the de- 
posits received and cheques paid to convey an idea of success or 
failure of the banking business. 

There are other serious objections to "cash book accounting." 
It takes no account of revenues accrued or expenses incurred 
until they reach the cash stage. Work done is misrepresented, 
because it fails to include goods used or services rendered last 
year, but paid for this year, or payments last year for services 
or goods used this year. It does not afford a continuous and 
intelligible record of property acquired, payment for which ex- 
tends over a period of years. An appropriation for the fiscal 
year is made, and against that the payment is entered ; this elimi- 
nates the fund account; and the same method is repeated in a 
subsequent year. 

The cash book system is in almost universal use, but in some 
progressive cities, notwithstanding its imperfections it has been 
made to serve a valuable purpose, with a proper classification of 
receipts and expenditures into functional groups and by objects 
of expenditure, which enables a comparison with a correspond- 
ing monthly or yearly period, making it of high administrative 
value. Such comparisons when arranged in parallel columns, 
with increase or decrease in dollars or per cent, achieve the 
maximum of good in such an imperfect system. A comparison 
with like activities in other cities of similar rank affords a fair 
idea of the relative economy and efficiency. 

Although single entry bookkeeping has been discarded by the 
commercial world, except in small shops and stores, yet cities, 
the volume of whose business runs into millions, are in the 
majority of cases content to follow the primitive method of 
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simple record keeping. A chart recently published shows less 
than twenty American cities that submit a trial balance. A 
simple control account with cash or with treasurer will suffice to 
bring all ledger accounts into equilibrium for double entry pur- 
poses. Entries not involving cash nor affecting "fund accounts," 
if journalized and posted into same ledger, will not interfere with 
a perfect balance of the whole, provided the "city corporation" 
is debited or credited with the opposing asset and liability journal 
entries. 

The defects of cash book accounting have been known for 
half a century. Until within the past score of years English 
cities have led in progressive municipal accounting. The so- 
called "expense and revenue system" of the British contained 
the nucleus of the new system; but our most modem American 
cities, actuated by the spirit of economy and efficiency, have so 
perfected it as to justify its classification as a science. 

Briefly stated the new expense and revenue system embodies 
the principles of the commercial profit and loss account. The 
expenses of the city as a whole are assembled on the debit side 
and the revenues on the credit side ; the excess of expenses over 
revenues is shown as a deficit, while the excess of revenues over 
expenses is shown as a surplus. In connection with this, but 
really forming a part of it, is what is called the accrual system, 
which takes into account all amounts due the city, as well as all 
amounts owing by the city. This is also sometimes called the 
asset and liability system. 

There are four well recognized ways in which the property and 
liabilities of a municipality can be affected, vie.: 

(i) They may be increased or decreased by cash transactions. 

(2) They may be increased or decreased by credit trans- 
actions. 

(3) Assets may be decreased by depreciation and liabilities 
increased by reserves set up to cover depreciation. 

(4) Assets may be decreased by loss of property or defalca- 
tion, or by setting up the necessary reserves to cover such 
losses. 

The cash book system recognizes only the first way, while 
Ihe asset and liability system comprehends them all. All antici- 
pated revenues such as taxes, licences, franchise income, etc., 
iNrhich are estimated on the basis of previous years' experience, 
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for budgetary purposes are set up in accounts indicating what 
ought to be received. The amounts when collected are credited 
so that the excess or deficit may be shown. This enables the 
collection of much revenue that might otherwise be overlooked. 
Accounts of delinquent taxes, sinking funds, etc., together with 
contingent liabilities such as outstanding orders and contracts, 
are not ignored. The general appropriation account will show 
unappropriated or over appropriated funds. Without this full 
record of financial facts, administrative officers cannot have an 
intelligent basis for action, nor can they know how the pre- 
scribed financial programme is working. 

Of course cash transactions must be recorded as in the old 
system, but the classified receipts and payments are summarized, 
journalized and posted into the general ledger. The cash or 
treasurer account in the general ledger operates as a control over 
the fund ledger. The general ledger may be divided into any re- 
quired number of individual ledgers such as contract ledger, 
property ledger, etc., each self balancing and controlled by an 
account in the general ledger. 

What has been said applies to the general accounting system 
in the office of the auditor or controller. The departmental ac- 
counting should be in perfect harmony with the central system. 

Efficiency in municipal affairs is a vital issue today, but many 
have only a vague idea as to what it is or how it is to be secured. 
As an object, efficiency is simply getting the most value for the 
least money. The matter of determining the degree of efficiency 
or inefficiency is almost wholly an accountancy proposition. The 
asset and liability system embodies all the elements of efficienqr 
accounting, but to be of greatest value expenditures must be sub- 
jected to further analysis to derive more specific details, making 
it clearly analogous to what is known as "cost accounting" in the 
commercial world: The fundamental principle underlying this 
system is cost analysis and the separation of its primary ele- 
ments into a number of logical groups, and determining the unit 
cost of each. 

All administrative officers must act. Specific knowledge is 
necessary for intelligent action. They should know the cost by 
organization units ; cost by activity ; cost by character of expendi- 
ture; cost by objects purchased. 

The determination of unit costs is the highest achievement in 
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accounting science, and clearly deserves the name "efficiency ac- 
counting/' A unit is defined as "any given quantity with which 
others of the same kind can be compared or measured." "There 
can be no unit for the man who has no desire to know/' The 
common units are per capita and per cent, but perhaps the most 
serviceable is the per dollar tmit. Efficiency accounting will de- 
termine such questions as unit cost of collecting a dollar in reve- 
nue ; unit cost of making an arrest ; unit cost of a square yard of 
surfaced street; unit cost of delivery to consumer per i,ooo gal- 
lons water, etc. In personal service on measurable work, it will 
determine what per cent of value an employee renders for each 
dollar paid out of the municipal cash box. 

Efficiency in municipal affairs is not possible unless there 
be an adequate accounting system. While accountancy cannot 
furnish energy and intelligence, it can and does expose ineffi- 
ciency, dishonesty and extravagance and renders possible econ- 
omy, efficiency, and resultant good government. 

A municipal audit is defined to be, "an official examination 
of accounts to determine their accuracy and validity as a charge 
against specific appropriated funds/' Checking is a necessary 
part of an audit, but if this is confined simply to determining if 
the recorded entries agree with the vouchers, as in most public 
auditing done under the direction of the grand jury, it usually 
fails to serve any substantial purpose. 

A simple definition of an auditor is "one who audits." From 
this it must necessarily follow that one who does not audit is not 
an auditor, even though he may have the title and draw pay as 
auditor. There are two kinds of audits — a pre-audit and a post- 
audit. Herbert Sands calls the latter "post mortem audit," 
which is a very appropriate name, as it usually involves only 
the viewing and passing on the "remains" — finding out how, 
when, and where goods or money has been taken, and possibly 
prescribing a remedy. The post-audit is inefficient, as the crook 
can easily conceal his dishonesty by omitting or destroying in- 
criminating evidence. A pre-audit is the efficient method and 
typifies "prevention" as compared with "cure" in the post-audit. 

The pre-audit as applied to expenditures is now in quite 
general use in many large cities, but comparatively few have so 
far attempted to pre-audit receipts, although the latter is simpler 
and more easily effected. A pre-audit of expenditures is as- 
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sured by requiring every expenditure for goods or personal ser- 
vice to be preceded by an authorization from the proper board, 
commission or legislative body. If this is done the duty of an 
auditor, aside from verifying computations and extensions, is to 
determine whether the expediture conforms to the authorization. 
The pre-audit of receipts is accomplished by the auditor or con- 
troller issuing the financial stationery to the revenue collecting 
officer and holding him responsible for the proper use of the 
official receipts. This plan definitely fixes responsibility and 
while it is not absolutely "knave-proof," it serves as an effective 
check on dishonesty. 

Perhaps ten dollars is lost in property where one dollar is 
lost in money to every municipality. The concealment or removal 
of personal property of a municipality is so easy that it is not 
astonishing that losses are frequent. In a large eastern city a 
steam yacht worth $10,000 was stolen and never recovered; in 
another city two houses belonging to the municipality mysteriously 
disappeared ; in another city an automobile vanished from sight. 
If such things are possible with houses and steam yachts we may 
only conjecture what can happen to more portable property. 

A property audit consists of a charge to the officer given its 
custody and an annual inventory-audit thereafter, holding the 
custodian responsible for any shortage. Property worn out or 
valuable only as junk should be "surveyed" and condemned, so 
that proper credit may be given to the custodian. Simple and 
businesslike as this appears, few cities thus audit their property. 

Such negligence as many municipalities display in these mat- 
ters would bankrupt any corporation that did not have behind 
it unlimited resources. 

Most large cities publish a report annually, some publish one 
quarterly, while several do so monthly. It goes without saying 
that a municipality's report should be a good witness and "tell 
the truth, the whole truth and nothing but the truth." Few pub- 
lished reports measure up to this standard. Some cities with 
faulty accounting methods try to classify and arrange their re- 
ports on modem lines, trusting to conceal the shortcomings of 
their accountancy methods. Such tactics may mislead the con- 
fiding taxpayer, or even the novice in fiscal matters, but the 
financier and the bond expert can usually see through the thm 
veneer. 
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The prime requisites of a good report are promptness, ac- 
curacy and completeness. The National Municipal League sug- 
gests that detailed accounts be divided into two classes, vis.: 
(i) Operative accounts showing costs of municipal administra- 
tion and municipal revenues available to meet expenses, (2) 
Proprietary accounts, showing assets and liabilities. 

Classification of all accounts into functional groups — such 
as general government; protection to life and property; health 
and sanitation; highways, charities and corrections; education; 
recreation; municipal industries — ^has been adopted by the 
federal and state government in the interest of a uniform system 
of accounting and reporting, and is now generally followed by 
larger cities still on the cash book system. This plan, however, 
is not altogether suitable to the expense and revenue system and 
hence reports of cities on the new system do not adhere to the 
National Municipal League's plan. 

A plain distinction should always be made between expendi- 
tures on capital account, usually called "outlays," and expendi- 
tures involving maintainance, operations, etc., usually termed 
"expenses." A municipality's expenditures for outlays will vary 
from year to year owing to differing needs ; but the expenses of 
a city should not vary much from year to year except to increase 
with population; and then the percentage should diflFer only 
slightly. 

I know that there are those amongst the older writers on ac- 
counting who maintain that a municipality's chief asset is its 
power of confiscating property within its limits through taxation, 
and that such an asset cannot be valued. While it is true that 
the bond purchaser does not regard the city's tangible property 
as a realizable asset for bond payments, yet the more property a 
city owns the less it will have to buy, and this indirectly bears 
on a municipality's borrowing capacity. Those who hold this 
view do not contend, however, that what the city owns and what 
it owes should not be assembled in some way to show the excess 
of assets over liabilities. The municipal balance sheet only caa 
provide this necessary statement of financial facts. 

Every municipality as a part of its annual report should ex- 
hibit a balance sheet, showing classified summaries of all the citjr 
owns as assets and everything the city owes as liabilities. This 
should be in at least two sections— capital, balance sheet, and 
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general or fund balance sheet. The capital assets are fixed prop- 
erties such as real estate, machinery and equipment, sinking 
fund investments, and cash balances in bond funds. As opposed 
to these would be bonded and other outstanding debts appertain- 
ing to these fixed properties. Excess of assets over liabilities may 
be properly shown as ''city corporation'' or simply as capital sur- 
plus. 

In the general account section should appear as assets the 
cash in fund accounts, delinquent taxes or other accounts receiv- 
able due the city. As opposed to these would be advance pay- 
ment of taxes, outstanding demands, or other debts and encum- 
brances against fund cash. The excess of assets over liabilities 
may be shown as revenue surplus or simply as surplus. Of course 
if there are trust funds another division must be made which will 
show the cash on hand as an asset and the trust fund account as 
a liability. 

The municipal balance sheet is a modem innovation, and some 
accountants err in the making of it; this is due to confusing the 
cash book fund entries appearii^ as debits with the ledger ac- 
counts appearing as credits; the error consists in showing the 
fund accounts as assets. The balance sheet represents the ledger 
accounts, where all balances appear on the side opposite to those 
in cash book. The difficulty grows out of the inability to distin- 
guish between a fund which is an asset, and a fund account which 
is a liability. The municipal balance sheet should not be one of 
memoranda, but should be a true summarized abstract of 
the general ledger trial balance, and hence must be in perfect 
equilibrium. 

In conclusion it may be appropriate to say that the awakened 
public interest in municipal activities, due to the work of effi- 
ciency commissions and bureaus of municipal research, is a hope- 
ful sign of the new era in municipal administration, which will 
throw the old inefficient order into the discard. 
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EDITORIAL 

Integrity of Investment 

The members of the New York stock exchange recently 
adopted a resolution calling for the appointment of a special 
committee to assist in measures which will "tend to increase the 
safety and integrity of American investments and at the same 
time afford every encouragement to legitimate enterprise." 

The action of the exchange is undoubtedly wise and timely. 
Such a body should have a fuller appreciation of the difficulties 
combining the two objects sought than some of the legislative 
bodies which have attempted to afford protection to investors 
without adequate consideration of the effect on legitimate enter- 
prise; and as the exchange possesses considerable powers in 
such matters it has the means of testing the efficiency of meas- 
ures which the committee may recommend. Moreover, quite 
apart from its powers the exchange can exercise an important 
moral influence and can establish standards which will in a 
large measure be accepted by corporations and promoters even 
without legislative authority. Indeed, we believe that the 
healthiest development in such matters can be obtained by the 
creation of a strong public sentiment in favor of such methods as 
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will best protect investors before they are crystalilizcd into law 
and made legally binding by statutes. 

The subject with which the committee is called on to deal 
is divisible into two parts: First, the safeguarding of the issue 
of securities; and, second, the protection of the holders of 
securities after they have been issued. 

As regards the issuance of new securities, the present Eng- 
lish company law is, we believe, generally accepted by students 
of the subject as embodying a fairly satisfactory provision for 
the protection of investors. The main features of this law are 
the requirements for a full disclosure of all important contracts 
affecting the company, of the interests of the promoters and 
directors in the business to be acquired or in the promotion or 
underwriting of the issue, and the explicit rules as to the re- 
sponsibility for representations made in the prospectus whether 
on the faith of reports of others or not, different rules of course 
applying in the two cases. In view of the general interest in 
this question we are printing a copy of a typical English pros- 
pectus (see page 40) which illustrates the working of the act 
and which will repay careful study. 

The exchange has power to make similar requirements as 
to disclosure in connection with any securities which it may be 
asked to list, and whilst it cannot make the promoters legally 
liable for failure to make full disclosure its influence should be 
sufficient to insure that its rules shall be generally observed. 

The responsibility for statements in a prospectus would seem 
to be a question which can only be dealt with by legislative enact- 
ment, but the exchange should be able to render valuable service 
in securing legislation which will be practicable and not so 
drastic as to hamper new and legitimate enterprise. 

Turning to the protection of holders of securities after they 
have been issued, the exchange should be able to deal with this 
question perhaps even more effectively than could be done by 
legislation. It is in this feature that the existing English law 
is the least satisfactory and the reports of the best English com- 
panies are meagre in comparison with those of the best Ameri- 
can companies. A statute cannot prescribe more than a standard 
which all companies would be fairly required to adopt, and 
where a statute exists there is a natural disposition not to go 
beyond statutory requirements. In the resolution now under con- 
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sideration reference is made to the desirability of greater pub- 
licity and fuller and more frequent reports of operations than 
has been customary with many companies in the past. Un- 
doubtedly much can and should be done to bring the general 
practice of corporations closer to the standard set by the best 
companies in regard to publicity. At the same time it must be 
remembered that all companies cannot safely adopt the same 
standard. Companies engaged in competitive business cannot 
afford to disclose details of their business too explicitly, and in- 
formation so disclosed may be more valuable to competitors or 
customers than to stockholders. This consideration has greater 
weight where a company is engaged in only one or two lines of 
activity than where its interests are more diversified. Again, 
while more frequent reports of operations are in many cases 
desirable it should be realized that, particularly in businesses of 
a fluctuating character, too frequent reports may easily be mis- 
leading, though quite truthful, and more harmful than beneficial 
to the average stockholder. 

* Ha * Ha * 

We have dealt thus far with the general aspects of the sub- 
ject, but in both branches it has a special interest for accountants. 

If those concerned in the issuance of securities are held to a 
strict responsibility for the representations made in connection 
therewith provision must be made for limiting that responsi- 
bility as to matters not within their personal knowledge. The 
natural limitation is exemption where representations are based 
and are stated to be based on reports of disinterested experts 
and the most important of such representations are often, if not 
usually, those as to past profits and present financial position, 
the natural basis for which is an accountant's report. Again, 
in the matter of subsequent reports, there is a steadily growing 
realization of the necessity for independent verification of pub- 
lished statements, and particularly annual statements, such as 
has been made compulsory in England and in many British col- 
onies. It is to be hoped that the committee will lend its support 
to this movement and especially to modifications in the present 
practice calculated to strengthen the hands of auditors. The 
practice of having annual audits having been somewhat reluc- 
tantly adopted there is a disposition now to expect too much from 
them, a disposition for which the extravagant claims of some 
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accountants seeking business are doubtless in a large measure 
responsible. There will always be limitations upon the protec- 
tion which an audit can afford, but these limitations would be 
greatly reduced if auditors were made more independent of the 
officers and directors of a company by provisions for their elec- 
tion by stockholders and for opportunity for them to be heard 
by the stockholders before they could be supplanted, such as are 
contained in the existing English law. It is sometimes argued 
that such provisions would be ineffective because of the per- 
functory character of stockholders' meetings, but if an import- 
ant issue should arise between auditors and directors of a public 
company the press would be interested even if the stockholders 
should not be ; and moreover, there has been a decided tendency 
towards more real and effective stockholders' meetings in the 
last few years. Directors might still be able to control the elec- 
tion of auditors, but if they realized that should a serious differ- 
ence arise between them and the auditors the auditors could place 
it before the stockholders they would refrain from forcing an 
issue unless reasonably sure of being able to sustain their posi- 
tion at the bar of public opinion. 

The committee is called on to deal with a subject of wide im- 
portance and the results of its investigations will be awaited 
with sympathetic interest by the whole accountancy profession. 



The prospectus referred to is as follows: 

A Copy of this Prospectus has been filed with the Registrar of Joint 
Stock Companies in Scotland 

The Subscription Ust will open on Monday, the First dav of July, 1912, 

and will close on or before Wednesday, the Third day of 

July, 1912 

THE SCOTTISH IRON AND STEEL COMPANY 
UicrrED 

[Incorporated under the Companies (Consolidated) Act, 1908] 



Shabe Capitai, - - £750,000 

DIVn>SD INTO 

500,000 Sue per cent Cumulative and Participating Preference Shares 

of £1 each 

(Ranking also as regards Capital in priority to the Ordinary Shares), and 

450,000 Ordinary Shares of £1 each 
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i300,ooo Five per cent Redeemable First Mortgage Debenture Stock 

Debentxjr^ Stock 

The mortgage debenture stock will be secured by conveyances of the 
company's heritable property to the trustees for the debenture stock 
holders and by a deed of trust relative thereto. It will be repaid at lOO per 
cent not later than 31st December, 1934 by a cumulative sinking fund 
of 23^ per cent, to be applied annually to the redemption of the stock by 
purchases when obtainable under 100 or by drawings at that price. The 
amount payable to meet interest and sinking fund m respect of the year 
1912 will be ii 5,000 (representing one-half year's interest and a whole 
year's sinking fund) and in each subsequent year £22,500. In addition 
to this, the trust deed provides that after paying the 6 per cent cumulative 
dividend on the preference shares and before paying any dividend on the 
ordinary shares, the sinking fund will be increased by a further i^ per 
cent per annum (£3,750) of the amount of the debenture stock (£300,000), 
out of the surplus profits of the company. The company further re- 
serves the right to increase the payments to the sinlang fund in any 
year. In the event of a voluntary winding-up for the amalgamation or 
reconstruction of the company, the stock will be repaid at par. 

Prbfsrencs Shakes 

The preference shares will carry a fixed cumulative preferential 
dividend of 6 per cent per annum, with the right to one-fourth of the 
profits in every year remaining after provision of a non-cumulative divi- 
dend at the rate of 6 per cent on the ordinary share capital 

The preference shares will also rank as to capital in priority to the 
ordinary shares, and in the event of liquidation, after the ordinary 
shareholders have been paid the par value of their shares, the two classes 
of shares shall rank equally until the holders of the preference shares 
have received an additional 5 per cent on the par value of their shares. 
Thereafter all remaining assets shall belong to the ordinary shareholders. 

Ordinary Shares 

The whole of the present issue of ordinary shares will be taken by 
the vendors in part payment of the purchase price of their businesses. 

The dividend on the ordinary shares is, by the articles of association, 
restricted to 10 per cent per annum, payable out of the profits of any 
one year, until a special reserve fund amounting to £50,000 shall have 
l)een accumulated to secure the dividend on the preference shares, which, 
as provided by the articles, must be invested outside die business of die 
company. 

Subscriptions will be received by the company's bankers: 

The London City and Midi.and Bank Limited, Threadneedle Street, 

London, and Branches; 
The British Linen Bank, Glasgow, Edinburgh, and Branches; 
The Clydesdale Bank, Limited, Glasgow, Edinburgh, and Branches; 

For the Issue of £300,000 Five per cent Redeemable First Mortgage 
Debenture Stock at 95 per cent, and 

xsogooo Six per cent Cumulative Participating Preference Shares of 

£1 each at par 

P«3rable as follows: Debenture Stock Preference Shares 

On application £500 £0 10 

On allotment 45 00 o 90 

On 13th September, 1912 4500 0100 

Total £95 o o £1 00 

41 



Digitized by 



Google 



The Journal of Accountancy 

The whole of the instalments ma^ be paid on allotment only, and 
interest at four per cent per annum will be paid on such prepayments. 

Bearer scrip will be issued after allotment, to be exchanged for re- 
gistered debenture stock certificates after ist October, 1912, the stock 
being transferable in amounts not involving a fraction of ii. Certificates 
for the preference shares will be issued in due course in exchange for 
bankers' receipts and fully-paid allotment letters. 

The interest on the debenture stock will be payable half-yearly on 30th 
June and 31st December in each year, the first payment being on 31st 
December, 191 2, calculated on the instalments from the respective dates 
of payment 

It is proposed to make the dividends on the preference shares payable 
in April and October in respect of the periods ending 31st December 
and 30th June in each year. The first payment will be calculated on 
the instalments from the respective dates of payment. 

The preference and ordinary shareholders shall be entitled to one 
vote for every share held. 



Trustees for thb Debenture Stock Holders 

Abchibald Colville, Chairman of David Colville and Sons, Limited, 

Dalzell Steel and Iron Works, Motherwell. 
John Henderson, General Manager, Clydesdale Bank, Limited, Glasgow. 

Solicitors to the Trustees 

Mackenzie Roberton & Co., 176 St Vincent Street, Glasgow. 

DlRECT(»S 

C. F. MacLaren, Stenton Iron Works, Wishaw 

(Chairman), 
Wm. Downs, Coats Iron Works, Coatbridge 

( Vice-Chairman) , 
David John Garrett, Waverley Iron Works 

Coatbridge, 
George B. Bennett, Woodside Iron Works 

Coatbridge, 
Robert Crichton, Victoria Iron Works Coat- 
bridge 
Thomas R. Miller, Globe Iron Works, 

Motherwell, 
J. W. Arthur Spencer, Phoenix Iron Works, 

Coatbridge, 
Robert Waterston, North British Iron Works, 

Coatbridge, 
Wm. Wylie, Clifton Iron Works, Coatbridge, 

Brokers 

Buchanan, Gairdner, and Tennant, 19 St Vincent Place, GIj 
Egerton Jones and Simpson, 2 Copthall Buildings, London, E. 

Solicitors 

Motherwell, M'Murdo, and Mitchell, 10 Bank Street, Airdrie. 



Iron Manufacturers. 
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Auditors 

MooR«s, Carson, and Watson, 209 West George Street, Glasgow, Char- 
tered Accoantants. 
(ktAHAMS and Co., 212 West George Street, Glasgow, Chartered Account- 
ants. 

Sbcustary— Jam^ Hamilton. 

Rasistbrsd Offices (pro tern)— 209 West George Street, Glasgow. 



PROSPECTUS 



The company has been formed for the purpose of acquiring, amalga- 
mating and working as one concern the following businesses of malleable 
iron and steel manufacturers in Scotland with a view to securing economy 
of manufacture and administration: 

Name of Company or Firm Name and Place of Works 

Archibald Baird & Son, Ltd., Cairnhill Iron Works, Coatbridge. 
Downs & Jardine, Coats Iron Works, Coatbridge. 
Thomas Ellis, Ltd., North British Iron Works, Coatbridge. 
Glsncairn Iron and Steel Company, Ltd., Glencairn Iron Works, 

Motherwell. 
C. F. MacLaren & Company, Stenton Iron Works, Wishaw. 
Hugh Martin & Sons, Coatbridge Iron Works, Coatbridge. 
A. & T. Miller, Globe Iron Works, Motherwell. 

John Spencer (Coatbridge), Ltd., Phoenix Iron Works and Drumpellier 

Iron Works, Coatbridge. 
William Tudhope & Son, Ltd., Crown Iron Works, Coatbridge. 
The Victoria Iron and Steel Company, Ltd., Victoria Iron Works, 

Coatbridge. 
Waverley Iron and Steel Company, Ltd., Waverley Iron Works and 

Rochsolloch Iron Works, Coatbridge. 
Wylie & Company, Clifton Iron Works, Coatbridge. 
The Woodside Steel and Iron Company, Ltd., Woodside Iron Works, 

Coalbndge. 

Description of Business — ^These firms and companies last year pro- 
duced in malleable iron and steel about 225,000 tons. 

Capital has been freely expended recently in the erection of the latest 
type of furnaces and machinery and in consequence the company will 
have a reserve capacity sufficient to meet the probable requirements of 
many years to come. 

Wiui two exceptions all the firms in Scotland which are strictly malle- 
able iron manufacturers are included in this company, and with these 
two firms and a few others which make a small quantity of malleable 
iron as an adjunct of their larger business, arrangements are being made 
for a working agreement. 

Malleable iron manufacture is one of the oldest metal industries in 
Scotland. Scotch iron has a first-class reputation both at home and 
abroad and the output is probably now equal to that of any district in 
the Kingdom. 

The works proposed to be taken over have an excellent trade with the 
makers of boiler, gas, water, and steam tubes, rivets, bolts and nuts, the 
fencing and constructional trades, the Clyde and Belfast shipbuilders and 
engineers, locomotive builders, railway companies, and wagon builders. 

Export TRADE^-The companies and firms have a considerable business 
with London, the various districts of England, Ireland, and the Continent 
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of Europe. In the export trade the various brands and trade-marks are 
well-known in Canada, Australia, New Zealand, South Africa, Straits 
Settlements, India, and the East generally. 

In regard to specialties of the malleable iron trade, such as for 
government work at home and abroad, this locality has come into promi- 
nence during the last few years. Many of the firms about to be amalga- 
mated by this company are on the British admiralty, war office, India 
office, and other official lists. 

In consequence of the situation of these works in the heart of the 
coal and pig-iron district of the West of Scotland, with abundant supplies 
of fuel and raw materials, the company will be in a si>edally favourable 
position to compete on the best terms in home and foreign markets. The 
works being conveniently situated for the ports of Glasgow, Greenock, 
Adrossan, Leith, Grangemouth, and Bo'ness, enjoy exceptional shipping 
facilities to all parts of the world. 

The present managers of the various companies and firms are being 
retained by the new company, so that continui^ in business and efficiency 
in manufacture are assured. 

Valuation op Propertibs Acquired by the Company— The works, in- 
cluding ground, buildings, and fixed machinery and plant of the various 
firms and companies, have been valued by Messrs. Fuller, Horsey» Sons, 
and Cassell, Valuers, London, who have had a long and intimate con- 
nection with works of this description, and have practical knowledge of 
the trade, at the sum of £518,962. 

The loose plant and tools have also been valued by the same valuers 
at £57,314. , , . 

The followmg is a copy of their certificate: 

FULLER, HORSEY, SONS, and CASSELL. 11. Billiter-square 

CsRTiPiCATs London, E. C, 21st June, 1912 

To the Directors of The Scottish Iron and Steel Company, Limited: 

GuNTUMSN — In accordance with your instructions, we have at- 
tended at the undermentioned iron and steel works, rolling mills, and 
other properties, and have made a survey and valuation of same, 
together with the fixed and movable plant and machinery therein: 

(i) Waverley Iron and Steel Works at Coatbridge, and a neighbor- 
ing disused quarry used as a tip ; (2) The RochsoUodi Iron and Steel 
Works; (3) The North British Iron Works at Coatbridge, together 
with an adjoining block of dwelling houses and tenements; (4) The 
Phcenix and Drumpellier Iron Works at Coatbridge, and a block of 
tenements in Phoenix Square, Coatbank Street; (5) The Globe Iron 
and Steel Works at Motherwell, together with certain tenements, a 
shop, and a fully licensed store ; (6) The Coats Iron and Steel Works, 
situate in Coatbank Street, Coatbridge; (7) The Woodside Steel and 
Iron Works, situate at Langloan, near Coatbridge; (8) The Stenton 
Iron and Steel Works, situate at Wishaw, together with a row of 28 
cottages in Alexander Street ; (9) The Victoria Iron and Steel Works 
at Coatbridge; (10) The Clifton Iron and Steel Works at Coatbridge; 
(11) The Crown Iron Works, situate in Main Street, Coatbridge; (12) 
The Cairnhill Iron and Steel Works, situate at Calder, near Coat- 
bridge; (13) The Glencairn Iron and Steel Works, situate at Flem- 
in|;ton, near Motherwell; (14) The Coatbridge Iron Works at Coat- 
bridge. 

Esich of the foregoing properties is held in perpetual feu, and is 
subject to a feu duty or duties amounting in the aggregate to £1, 621 8s 
3)^d per annum, in some cases with duplications and nominal casuali- 
ties. 

We are of opinion that the fair value as a going concern, as on ist 
January, 1912, of the above-mentioned iron and steel works, rolling 
Mills, and other properties, together with the whole of the fixed plant, 
machinery, and fixtures, loose plant, tools, utensils, patterns, and other 
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movables, is the sum of Five Hundred and Seventy-six Thousand 
Two Hundred and Seventy-six Pounds (£576,276), divided as under: 

Land, buildings, and fixed plant and machinery . . . £518,962 
Loose plant, furniture, patterns, and other movables 57,314 

£576,276 

These figures are exclusive of any value for stock, stores, material, 
work-in-progress, registered brands, trade-marks, or good will. 
We are. Gentlemen, yours faithfufly, 
(Signed) FULLER, HORSEY, SONS, and CASSELL 

The stock-in-trade of each firm at 31st December, 191 1, has been care- 
fully taken and verified both as to quantity and quality by a representa- 
tive from another firm. The pricing of the stock has been carefully 
supervised by a committee of the vendors. This stock will be taken over 
by the company. 

Working Capital — It is calculated that the sum of at least £180,000 
will be available as working capital out of the present issue after psnr- 
ment of the preliminary expenses. This sum the directors consider suffi- 
cient for the purpose of the business. 

Past Profits — ^The books of the firms and companies now proposed to 
be acquired have been examined by Messrs. Moores, Carson and Wat- 
son, Chartered Accountants, Glasgow, and Messrs. Grahams and Com- 
pany, Chartered Accountants, Glasgow, and the following is a copy of 
their certificate thereon: 

To the Directors of The Scottish Iron and Steel Company, Limited: 

Gbntlbmbn— We have examined the books of the following com- 
panies and firms: (i) Downs and Jardine, Coatbridge; (2) Thos. 
Ellis, Ltd., Coatbridge ; (3) C. F. MacLaren and Co., of Wishaw ; (4) 
Hugh Martin and Sons, Coatbridge; (5) A. and T. Miller, of Mother- 
well; (6) John Spencer (Coatbndge), Ltd., Coatbridge; (7) William 
Tudhope and Son, Ltd., Coatbridge; (8) Victoria Iron and Steel 
Company, Ltd., Coatbridge; (9) "waverley Iron and Steel Company, 
Ltd., Coatbridge; (10) Wylie and Co., Coatbridge; (11) The Woodside 
Steel and Iron Company, Ltd., Coatbridge, for the eleven years end- 
ing December 31st, 191 1 ; and of Messrs. Archibald Baird and Son, Ltd., 
in 80 far as these relate to their business at Caimhill, Coatbridge, for 
the four years ending December 31st, 191 1. 

The aggrep:ate profits calculated to December 31st in each case, 
before providing for interest, depreciation, management salaries, and 
income tax were as follows: 

1901, eleven busines- 1907, eleven busines- 
ses £80,308 10 3 ses £87,031 13 o 

1902, " " .. 64,623 18 9 1908, twelve " .. 53,402 19 10 

1903, •' " .. 72,891 15 7 1909, " " .. 36,652 18 o 

1904, " " ..80,43912 I 1910, ;; ;; ..32,279" 7 
1906^ •• " ..10^387 13 10 



1905. " " ..84,631 7 7 191 1. .. 75412 17 2 



The annual average of the profits of the vendor firms on the basis 
of eleven years' working of eleven businesses, four years' working 
of one business, and apart from the results of the Glencairn Iron ana 
Steel Company, Ltd., a company which has only been working for one 
year, and whose books have not been examined by us, has been £72,- 
181 I2S 9d. 

The amount charged for maintenance and renewals before arriving 
at the above profits is equal to an average of not less than £28,000 
per annum. In addition to this, the wages expended on maintenance 
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and renewals have been charged to revenue, but it has not been possible 
to ascertain the amount thereof. 
We are, yours faithfully, 
Glasgow, June 21st, 1912. 

(Signed) MOORES, CARSON and WATSON. C.A. 
( " ) GRAHAMS and Co., C.A. 

During the years 1909 and 1910 exceptionally keen competition pre- 
vailed amongst local makers, and prices were for a time reduced to an un- 
remunerative level. In addition to this, several of the works were for 
varying periods closed for alterations and reconstruction. The profits 
for 191 1 have shown a satisfactory recovery, and it is anticipated that 
irrespective of any benefits from amalgamation, 1912 will show much 
better results. 

The amount required to pay the interest on debenture stock and the 
fixed dividend on the preference shares is : 

£300,000 first mortgage debenture stock at 5 per cent £15,000 

2j4 per cent for redemption of debentures Z»5^ 

£300,000 in preference shares at 6 per cent i8»ooo 

£40.500 

By reason of the economies hereafter referred to, coupled with the 
general improvement in the trade, it is considered that increased profits 
can be earned, which would mean additional dividends on the preference 
shares. 

The works proposed to be taken over are at present fully employed, 
and the contracts already booked will keep them so for many months. 

Economies to be Derived by Amalgamation— The economies which 
can be effected by the consolidation of this trade are very marked. The 
profits obtainable can be largelv augmented owing to the fact that the 
malleable iron industry is peculiarlv fitted to benefit from improvements 
in methods of working, which are only rendered possible by amalgama- 
tion. The rolling of the many and varied sections and the range and 
dimensions in these sections involves frequent roll-changing in the mills, 
but under amalgamation this will be reduced to an absolute minimum, 
giving thereby: 

(i) Greatly increased output from present plant in a given time, 

and consequent reduction in overhead diarges. 

!2^ Saving in consumption of fuel. 
3) Less waste of metal due to much greater uniformity an'd regu- 
larity of work at furnaces a*"d mills. 

(4) The utilization of plant on lines to give outputs greater than 
are possible when working as individual firms. 
The economies in expenditure on rolls and other plant will also be 
considerable. 

The advantages of buying in larger quantities and the lessened compe- 
tition in selling should tend to increase the margin of profit obtainable. 

The businesses will be taken over as from the ist January, 1912, the 
debts and liabilities to that rate being discharged by the respective ven- 
dors, the benefit of the trading after that date accruing to the company, 
which will therefore benefit by the large rise which has tsJcen place m 
the selling prices of its products since that date. The profits to die date 
at which the company is entitled to commence business will afford a fund 
available towards the pa3rment of the preliminary expenses. 

Security for Debenture Stock and Preference Shares— As will be 
seen from the valuers' certificate. 
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Lands, buildings, fixed plant and machinery represent a value of £518,962 
Loose plant represents a value of 57»3i4 

To which has to be added the value of $76,276 

Goodwill, including value of brands and trade-marks 249,384 

Working capital, including stocks, provided by the present issue 180,000 

Making a total of £1,005,660 

or, excluding goodwill, etc., of £756,276. On the latter reduced figure it 
will be seen that the debenture stock is covered over two-and-a-half times, 
and the preference shares one-and-a-half times as to capital. 

The following particulars are furnished in accordance with the re- 
quirements of the companies (consolidation) act, 1908: 

A copy of the memorandum of association of the company, with the 
names, descriptions, and addresses of the signatories thereto, and the 
number of shares subscribed for by them respectively, is annexed to this 
prospectus, and forms part thereof. 

The articles of association provide that the qualification of a director 
shall be the holding of shares of the company, whether preference or 
ordinary, of the aggregate nominal value of £1,000. 

The provisions of the articles of association as to the remuneration 
of directors are: 

Aanas 96. The remuneration of the directors, and their remunera- 
tion for services performed previous to the first general meeting, shall 
be determined by the company in general meeting. 

Article 97. If any director shall be called upon to perform extra 
services and to make any special exertions for any of the purposes of the 
company or the business thereof, the company may remunerate the director 
or directors so doing, either by a fixed sum or otherwise as may be de- 
termined, and such remuneration may be either in addition to or in sub- 
stitution of his or their remuneration as provided for above. 

Akticus 117. The board may appoint any one or more of their num- 
ber to be managing director, or general manager, or manager, or man- 
aging directors, or general managers, or managers, of the company, and 
may allow to him or them such remuneration in respect thereof, in ad- 
dition to his or their remuneration as director or directors fixed in ac- 
cordance with the preceding clause, as they think fit 

Articu; 118. The board may delegate to such managing director, or 
general manager, or manager, or managing directors, or general man- 
agers, or managers (provided that, in the case of a general manager, or 
manager, or general managers, or managers, he, or they, be a director or 
directors), afi or any of the powers nereby made -exercisable by the 
board except those relating to shares and borrowing, and any others as 
to which special provisions inconsistent with such delegation are herein 
contained. 

The price payable by the company to the vendors, including price 
of stocks, is £956,508 9s 3d, of which £249,384 represents goodwill, pay- 
able to die respective vendors, as to £150,000 in fully-paid preference 
shares, as to £450,000 in fully-paid ordinary shares, and as to £356.i;o8 9s 
3(d in cash out of the proceeds of the present issue. The purchase price 
payable to the vendors in preference and ordinary shares and in cash 
wfll be divided among them as follows, vis.: 

Archibald Baird & Son, Limited, 843S preference shares, 26,513 ordi- 
nary shares, and £13,09^ i8s 6d in cash; Downs & Jardine 14*1 $5 
preference shares, 44^409 ordinary shares, and £21,319 17s 5d m 
cash; Thomas Ellis, Limited, 13,761 preference shares, 43*253 ordi- 
nary shares and £15433 12s 6d m cash; Glencaim Iron and Steel 
company. Limited, 7.050 preference shares, 22,396 ordinary shares, 
and £11^78 IS Id m cash; C. F. McLaren & Company, 13,061 
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f reference shares, 41,115 ordinary shares, and ^21,134 is 6d in cash; 
lugh Martin & Sons 6,289 preference shares, 19,768 ordinary 
shares, £8,646 14s yd in cash; A. & T. Miller 13, 758 preference 
shares, 43,243 ordinary shares, and £19,331 7s id in cash; ohn 
Spencer (Coatbridge), Limited, 15499 preference shares, 4B,7i4 
ordinary shares, and £25,769 19s lod in cash; William Tudhope & 
Son, Limited, 6,843 preference shares, 21,508 ordinary shares, and 
£11,325 48 4d in cash; The Victoria Iron and Steel Company, 
Limited, 11,182 preference shares, 35,147 ordinary shares, and 
£15,849 i8s 6d in cash; Waverley Iron and Steel Company, Limited, 
^0,071 preference shares, 34,698 ordinary shares, and ±144,000 148 8d 
m cash ; Wylie & Company, 9,876 preference shares, 31,042 ordinary 
shares, and £12,999 168 2a in cash ; The Woodside Steel and Iron 
Company, Limited, 38,114 ordinary shares, and £36,223 3s id in 
cash. 
Such fullv-paid preference and ordinary shares are the whole of the 
shares issued or agreed to be issued as fully or partly paid up otherwise 
than in cash. 

The minimum subscription upon which the directors may proceed to 
allotment is 150,000 preference shares. 

The whole of the present issue has been guaranteed for a commission 

i which includes underwriting and over-riding commissions) payable by 
le company at the rate of 4 per cent in the case of the mortgage deben- 
ture stock, and of 6^ per cent in the case of the preference shares. 

The preliminary expenses other than the above, mcluding the expenses 
and stamp duties of the conveyances to the company, are estimated to 
amount to £25,000. These are payable by the company. 

The following contracts have been entered into: 

Here follow details of twenty-six contracts. 

The following directors are respectively interested in the promotion 
of the company, and in the business and others to be acquired by the 
company, as follows, vix.: Colin Faulds MacLaren, as a partner of 
C. F. MacLaren and Company; William Downs, as a partner of Downs 
and Jardine; David John Garrett, as a shareholder of Waverley Iron and 
Steel Company, Limited; George Bowen Bennett, as a shareholder of 
the Woodside Steel and Iron Company, Limited; Robert Crichton, as a 
shareholder of the Victoria Iron and Steel Company, Limited; Thomas 
Ronald Miller as one of the trustees of the late Alexander Ronald Miller, 
iron manufacturer, Motherwell, who carry on business under the name 
of A. and P. Miller; John William Arthur Spencer, as a shareholder 
of John Spencer (Coatbridge}, Limited; Robert Waterson, as a share- 
holder of Thomas Ellis, Limited; and William Wylie, as a partner of 
Wylic and Company. 

The following directors arc interested in the underwriting, having 
subunderwritten (at a commission at the rate of 254 per cent in the case 
of the debenture stock and at a commission at the rate of 4 per cent in 
the case of the preference shares), debenture stock to the amount and 
preference shares to the number following their respective names, vide-^ 
licet: C. F. MacLaren, 4,000 preference shares; William Downs, £1,300 
debenture stock and 5,120 preference shares; David John Garrett, 2,500 
preference shares; Thomas R. Miller, £4,700 debenture stock and 6,000 
preference shares; J. W. Arthur Spencer, £3,000 debenture stock and 
4,2j» preference shares; Robert Waterson, 3,000 preference shares; and 
William Wylie, £600 debenture stock and 1,400 preference shares. 

By the contracts above mentioned it is also provided that several of 
the directors should, along with other officials of the vendor companies 
and firms, receive engagements with the company on the terms therein 
specified. 

Application will be made for a settlement and quotation for the de- 
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benture stock and the preference and ordinary shares of the company 
on the London, Glasgow, and Edinburgh Stock Exchanges. 

Applications for debenture stock and preference shares must be made 
on one of the accompanying forms, and must be sent to the bankers 
of the company with a remittance for the amount payable on applica- 



If the amount of debenture stock or number of preference shares 
allotted to any applicant is less than the amount or number applied for 
fay such applicant, the surplus will be credited in reduction of the amount 
payable on allotment, and the balance (if any) will be returned. 

Failure to pay any instalment when due will render the allotment 
liable to cancellation and previous payments to forfeiture. 

A brokerage of one-half per cent will be paid fay the company to 
brokers and other approved agents upon all debenture stock and pre- 
ference shares allotted on forms of application, other than underwriting 
applications, bearing their stamps. 

Prospectuses and application forms may be obtained at the offices of 
the company, and from the British, Foreign, and Colonial Corporation, 
Limited, 57 Bishopsgate, London, E. C, and from the bankers, the 
brokers, and solicitors. Dated the 27th day of June, 1913. 

This Fokm May nt Uskd 

This form should be sent with a deposit of 5 per cent to The London 
City and Midland Bank, Limited, Threadneedle Street, London, E. C, 
or branches; or to The British Linen Bank, Glasgow, Edinburgh, or 
branches; or to The Clydesdale Bank, Limited, Glasgow, Edinburgh, or 
branches. 

No. A 

Form op Appucation pok Dxbsntuui Stock 
THE SCOTTISH IRON & STEEL COMPANY, LIMITED 
[Incorporated under the Companies (Consolidation) Act, 1908] 



Issue of iaoo,ooo Five Per Cent Redeemable First Mortgage 
Debenture Stock at 95 Per Cent 

To the Directors of The Scottish Iron and Steel Company, Limited: 

Gentlemen — Having paid to the company's bankers the sum of £ 

being a deposit of 5 per cent on application for £ of the above 

mentioned five per cent redeemable first mortgage debenture stock, I 
(we*) hereby request you to allot to me (us) that amount of debenture 
stock, and I (we) agree to accept the same or any less amount that 
mav be allotted to me (us) upon the terms of the prospectus, dated the 
oytn day of June, 1912, and to pay the balance due as provided by the 
said prospectus. 

Ordinary Signature 

Name (in full) 

Address 

* Occupation or Description 

Date 1912 

* If a lady, state whether "Mrs." or "Miss." 
Please write distinctly 
Cheques should be made payable to The London City and Midland 
Bank, Limited, The British Linen Bank, or The Clydesdale Bank, Limited. 
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This Form May bs Us«d 

This form is to be filled up and forwarded with a deposit of is per share 
to the London City and Midland Bank (Umited), Threadneedle 
Street, London, E. C; or branches; or to the British Linen Bank, 
Glasgow^ Edinburgh, or any of its branches; or to the Clydesdale 
Bank (Limited), Glasgow, Edinburgh, or any of its branches. 

No. A 

Form op Application for Prspsri^nce Shares 

THE SCOTTISH IRON & STEEL COMPANY, LIMITED 

[Incorporated under the Companies (Consolidation) Act, 1908] 



Issue of 150,000 Six Per Cent £1 Cumulative Participating 
Preference Shares at Par 

To the Directors of The Scottish Iron and Steel Company, Limited: 
Gentlemen : 

Having paid to your bankers the sum of £ , being a deposit 

of IS per share on., six per cent £1 cumulative participating 

preference shares of the Scottish Iron and Steel Company (Limited), 
I request that these shares may be allotted to me upon the terms of 
the prospectus, dated the 27th June, 1912, and memorandum and articles 
of assoaation, and I agree to accept the same, or any less number that 
may be allotted me, and to pay the further instalments as provided in 
the said prospectus. 

Ordinary Signature 

Name (in full) 

Address 

Occupation 

Date , 1912 

If a lady, state whether "Mrs. or "Miss." 



A Slander Refuted 

It has been brought to the notice of the American Associa- 
tion of Public Accountants that representatives of one of the 
surety companies operating in the middle west have made the 
assertion that losses have been incurred by bonding companies 
through errors intentional or otherwise made by accountants. 
The statement did not aver that these were errors by public ac- 
countants but the obvious purport of the assertion was to that 
effect. 

This is an exceedingly serious matter and if the statement is 
without foundation it should be most emphatically denied. No 
doubt surety companies have suffered many losses through the 
inefficiency or worse of accountants employed by corporations 
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or firms and entrusted with handling of funds ; but these things 
have no possible bearing upon public accountancy and it is to 
be hoped that the statements which have been mentioned will be 
traced to their source and vigorously challenged. 

It is particularly important that this should be done because 
the profession of public accountancy prides itself with great 
justification upon its inmiunity from such delinquencies as losses 
of the kind described would indicate. 

In order to make certain that there was no foundation for 
the allegations in question the American Association has con- 
sulted with all its constituent state societies. Replies heve been 
received from officers of most of the societies and so far there 
has not been a single report of any such loss in any part of the 
country. 

We deeply deplore the statements which have been made to 
the detriment of public accountants but it is eminently gratify- 
ing to find so unanimous a report from the various parts of the 
country repudiating the slander. On the principle that out of 
evil Cometh good it may be that the utterance of a false accusa- 
tion has been beneficial. We doubt if many other professions 
or vocations could present so clean a slate. 



A Students* Department 

Beginning with this number of The Journai. of Account- 
ancy we present to our readers a new department which we be- 
lieve will be of value and interest to a large number of account- 
ants. For some time The Journai. has been hoping to secure 
the services of Mr. Seymour Wai^ton, of Chicago, as editor 
of this proposed department and it is with a considerable amount 
of satisfaction that we are able to make a definite announcement 
of his acceptance of this post and that under his direction The 
Journai. will institute a new department for students at the 
beginning of the new year. 

The interest which is now taken in the education of account- 
ants is far greater than at any prior time and it is indubitable 
that as accountancy progresses the importance of the training 
of students in accountancy will increase even more rapidly. 

The Journai. op Accountancy has always been a leader 
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of professional thought, and it is our desire that it shall contain 
not only matter of value to the more advanced practitioner but 
that it shall also provide something for those who are not yet 
in active service. Accountants as a rule are not given to excess 
of self-confidence because they realize that the work and scope 
of the profession is advancing so quickly that it is almost im- 
possible to keep pace with it. Therefore, we believe that even the 
practising accountant will find much of interest and something of 
value in this new department under the charge of so well-known 
an authority as Mr. Wawon. 

In the opening article of the series the editor of the students' 
department explains clearly the idea which he wishes to pursue 
and we desire to direct special attention to the foreword which 
appears on another page of this magazine. 



Government Ownership 

The postal service constitutes the only large business operation in 
which the government is engaged. It is a cash business, involving an 
expenditure of over $210,000,000 during the current year, and this stupen- 
dous expenditure is destined to grow with the growth of the country. 

It appears too obvious to require argument that the most efficient serv- 
ice can never be expected as long as the direction of the business is, as at 
present intrusted to a pastmaster-general and certain assistants selected 
without reference to experience and qualifications and subject to frequent 
change. Before the postmaster-general and his assistants can become 
reasonably familiar with the operations of the service they are replaced 
by others, who, in turn, are called upon to resign before they can, m the 
nature of things, become qualified by knowledge and experience to per- 
form their allotted tasks. Under such a system a large railroad, com- 
mercial, or industrial business would inevitably go into bankruptcy, and 
the Post-Office Department has averted that fate only because the United 
States Treasury has been available to meet deficiencies. 

The foregoing is not the irresponsible statement of a dema- 
gogue or a yellow journal but is taken from the Preliminary Re- 
port of Joint Commission on Business Method of Post-Office 
Department and Postal Service submitted to congress on 
on February 10, 1908, by a commission composed of Senators 
Boies Penrose and Thomas H. Carter and Representatives A. S. 
Clay, Jesse Overstreet, J. J. Gardner and John A. Moon. This 
commission was appointed tmder an act of congress approved 
March 2, 1907, and spent several months, aided by two firms 
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of accountants, in making a careful study of the business methods 
of the post-office department and the postal service of the 
United States. 

The statement quoted above is at this time charged with 
special significance in view of the recommendations of the present 
postmaster-general relative to government ownership of tele- 
graph and telephone properties. A study of the report above 
referred to is calculated to suggest to any intelligent man the 
futility of expecting governmental operation of business to at- 
tain a high order of efficiency and as this subject is not one of 
party politics so much as of common-sense and business judg- 
ment, The Journal of Accountancy may have occasion in 
future to refer to other parts of the report. 

It is a mere truism, admitted by any one who has had an 
opportunity to observe, that the business of the government is 
often done either badly or very expensively and frequently both 
badly and expensively. Is it not, then, befitting for our govern- 
ment officials in Washington to think about putting their house 
in order so that the duties with which they are now charged may 
be performed in a reasonably satisfactory manner and to think 
rather less about extending their authority into fields where 
their failures might be even more pronounced than they are 
now? 

We commend the report of the joint commission referred 
to above to the consideration of the postmaster-general and to 
the business men of the country who, after all, must in a large 
measure pay the piper. 
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Edited by John B. Nivrn, CP.A. 

There are published this month further rulings which have been issued 
by the Treasury department. Stated briefly the tenor of these rulings 
is as follows: 

Ruling No. 191 o, December 4, 191 3, is the first decision on an actual 
case laid before the Treasury department arising out of the income tax 
law. It is in the form of a letter addressed to the collector, sixth division, 
Los Angeles, and relates to the irrigation and reclamation districts of 
California. The department holds that these districts are not political 
subdivisions of the state nor public utilities exercising any essential 
governmental functions accruing to any state or territory within the 
meaning of the income tax law, and that therefore the interest or income 
from bonds or other obligations of such districts is not exempt from the 
tax. 

Ruling No. 191 1, December 8, 1913, prescribes a form of certificate 
which may be used by fiduciaries who do not wish to exercise the 
privilege of exemption from having the normal tax deducted at the 
source granted to them in a previous ruling. 

Ruling No. 191 2, December 8, 191 3, extends the time in which forms 
Nos. 1000, looi, 1003 and 1004 may be used to January 15, 1914. 

Ruling No. 1914, December 9, 191 3, gives forms for itemized monthly 
list returns and summarized annual list returns to be made by with- 
holding agents of all coupon and registered interest payments on which 
the normal tax was withheld. No special form of return has yet been 
prescribed for certificates of ownership which accompany coupon cw 
registered interest orders when the owners of the bonds are not subject 
to having tax withheld at the source, but under this ruling, all such 
certificates are to be forwarded monthly to the collector. The monthly 
list returns above provided for have to be made to the collector for the 
district on the twentieth day of each month for the preceding month 
and, it is stated, withholding agents may, if they so desire, pay at the 
same time the amount of tax withheld. It is presumed if the tax so 
withheld is not paid monthly, assessment will be made on the with- 
holding agent for the amounts collected in the previous calendar year 
and payment will be required on June 30th. The summarized annual 
list returns have to be made to the collector on or before March ist. 

Ruling No. 191 5, December 5th, 191 3, is an extension of and supple^ 
mentary to T. D. ruling No. 1903. It prescribes the forms to be used 
by collecting agents when they substitute their certificates in place of 
owners certificates Nos. looi, 1003, 1004, loii, 1014, 1015, 1016 and 1018. 

Ruling No. 1916, December 5, 1913, states that foreign organizations 
engaged in business in the United States are exempt from having any 
part of their income withheld by a debtor or withholding agent and it 
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prescribes the certificate to be furnished by foreign organizations to 
debtors and withholding agents. 

Ruling 1917, December 16, 1913, extends the time for filing the 
itemized monthly list returns prescribed in ruling No. 1914 so far as they 
relate to the month of November, 191 3, to January 5th, 1914. 

In addition to the rulings before mentioned, which are printed in 
full in this month's issue of The Journal op Accountancy the Treasury 
department publishes, under ruling No. 1913, December 11, 191 3, a de- 
cision of the United States supreme court in the case of Stratton's In- 
dependence (Ltd.) V. F. W, Howhert, Collector of Internal Revenue in 
and for the district of Colorado. The text of this ruling is not given as 
the action deals wholly with the provisions of the corporation tax act of 
1909, but in effect the court holds that the corporation tax act, imposing 
a special excise tax on corporations, applies to mining companies; that 
the tax is not an income tax but imposes an excise tax upon the conduct 
of business in a corporate capacity, measuring the amount of tax by the 
income of the corporation; that the proceeds of ore mined by mining 
companies from their properties is income within the meaning of the 
corporation tax act; and that mining companies, in making returns of 
net income, are not allowed to deduct from gross income, on account of 
depreciation, the difference between the value of the product and the 
cost of production. 



TREASURY RULINGS 

(T. D. 1910 December 4, 1913) 

Letter to Collector, Sixth District, Los Angeles, California 

Irrigation and reclamation assessment districts are not political sub- 
divisions of the State nor are they public utilities exercising any essen- 
tial governmental functions accruing to any State or Territory, within 
the meaning of the Federal income-tax law. Interest or income from 
bonds or other obligations of such districts is not exempt from the 
income tax. 



Sir : In reply to your letter dated November 14, 191 3, with which was 
forwarded copies of the California State laws with respect to the irriga- 
tion and reclamation districts of California, and in which you set forth 
at length the status of such irrigation and reclamation districts, and in 
which the question is raised as to whether the interest derived from 
bonds issued under authority of this state to finance such irrigation and 
reclamation projects is subject to the income tax, you are informed as 
follows : 

It appears that these irrigation and reclamation districts are created 
hy tpedal or general state laws which provide that their organization be 

55 



Digitized by 



Google 



The Journal of Accountancy 

perfected upon petitions sig:ned by the required number of holders of 
title, or evidence of title, to lands within such proposed districts, and 
when such districts are thus created, bonds to secure funds for the neces- 
sary improvements are issued and the interest charges thereon are met 
by taxes specifically levied upon the lands benefited by the improvements. 

The vote necessary to secure the issue of bonds is confined to the 
owners of real property, and neither the franchises, benefits, nor burdens 
are extended to or imposed for the general welfare of all the people 
inhabiting such districts. 

It would appear, therefore, that such districts are not created for the 
general welfare or as public utilities in the administration of government 
for the benefit of all the people. 

The income-tax law provides ''that in computing net income under 
this section, there shall be excluded the interest upon the obligations of a 
state or any political subdivision thereof." The law further provides : 

There shall not be taxed under this section any income derived from 
any public utility or from the exercising of any essential governmental 
function accruing to anj state, territory, or the district of Columbia, 
or any political subdivision of a state, territory, or the district ox 
Columbia. 

The law also provides that in computing the net income of a person, 
no deduction shall be allowed for taxes assessed against local benefits, 
nor for any amount paid out for betterments made to increase the value 
of any property or estate. 

The question at issue, therefore, would appear to depend entirely upon 
whether the irrigation and reclamation districts under consideration are 
political subdivisions of a state or whether they are simply assessment 
districts in whidh the assesment is made against local benefits, and 
whether, in the case of the districts under consideration, such districts are 
not created solely for the purpose of local benefits and for the purpose 
of confining the expense of such benefits to the particular persons who 
are benefited there^. 

In the case of Smith v. Howell, (60 N. J. L., 384), it is held that— 

A political division to whose boundaries a general tax may be con- 
fined is a division of the state with its inhabitants organized for the public 
advantage and not in the interest of particular individuals or classes, the 
chief design of which is the exercise of governmental functions, and to 
the electors residing within which is, to some extent, committed the 
power of local government 

In State v. Englewood Drainage, etc, Commissioners, (41 N. J. L., 
154)1 it is held that such political subdivision — 

Does not include a sewerage, drainage, and wafer district under a board 
to be elected exery five years by male and female resident landowners in 
fee, such board being invested with some control over a defined territory, 
but having no concern with the inhabitants, such district being formed, 
not for public advantasre, but in the interest of a particular class— the 
landowners — and the chief end of which is not the government of the 
persons and things within its territory, but mere land improvement at the 
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expense of the land either by general tax or special assessment, and the 
electors of which district have no voice whatever in its corporate affairs. 

It would appear, therefore, that state laws providing for the taxa- 
tion of certain districts created for a special purpose and for the special 
benefit of persons residing within, and owning real property within, 
certain prescribed limits does not create a subdivision of the state, nor 
are such laws intended to create a subdivision of the state, as that term 
is used in the income-tax law, but such districts are created under au- 
thority of the state simply to enable certain groups of citizens of the 
state to do that which they otherwise could not do without such legal 
sanction. 

State agencies not existing for purely governmental purposes do not 
fall within any rule exempting the sovereign power of the state or any 
political subdivision thereof from Federal taxation. 

It is, therefore, held that sudi irrigation and reclamation assessment 
districts are not political subdivisions of the state within the meaning of 
the income-tax law, nor are they public utilities exercising any essential 
governmental functions accruing to any state or territory, and that the 
interest or income from the bonds or other obligations of such districts 
is not exempt from the income tax. 



(T. D. 191 1 December 8, 1913) 

Supplemental regulations prescribing form of certificate which may be 
used by fiduciaries, when said fiduciaries do not desire to claim any 
exemption from having the normal tax of i per cent withheld by the 
debtor organization at the source. 



Fiduciary agents may, if they so desire, use instead of Form 1015 
prescribed in supplemental regulations (T. D. 1906) of November 28, 
1913, a certificate in substantially the following form : 

(Form 1019) 

Form of certificate to be filed Tvith debtor or withholding agents by fiduci- 
aries when not claiming any exemption, as an alternative to the filing 
of Form No, 1015 in which exemption is claimed. 

The following form of certificate may be filed with the debtor, or its 
paying agents, at the time of the payment to the fiduciary, or his repre- 
sentative, of all coupons, interest orders, rents, and all other kinds of in- 
come whatsoever upon which the tax on income is required to be with- 
held at the source, as an alternative to the filing of Form No. 1015: 

I (we) do solemnly declare that I (we) (Name fiduciary^ 

am (are) the duly authorized (Indicate in what capacity acting) 

for the beneficiaries of the estate or trust of , which estate or 

trust is entitled to the income from $ bonds of the denominations 

of $ each, Nos of the 
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(Give name of debtor) known as (Describe the par- 
ticular issue of bonds) bonds, from which were detached the accompany- 
ing coupons, due , 191 . . ., amounting to $ or upon which 

there has matured , 191..., $ of registered interest, or 

which estate or trust is entitled to other income from property or invest- 
ments upon which there accrued 191 . . ., $ of income. 

Acting for and in the capacity herein stated, I hereby declare tiiat I 
(we) do not now claim anjr exemption from having the normal tax of 
I per cent withheld from said income by the debtor at the source. 

(Name) (Capacity in which acting) 

Date : 191 

(Address) 

When the fiduciary uses the above form of certificate the debtor 
organization shall be the source for the deduction and withholding of 
the normal tax of i per cent, as required by regulations, and fiduciaries 
receiving the income described in the said certificate from which the i 
per cent normal tax has thus been withheld, shall not be required ta 
again deduct and withhold the normal tax of i per cent upon the said 
income. 



(T. D. 191 3 December 8, 1913) 

Extension of time to January 15, 1914, for use of Forms 1000 (original 
and amended), looi, 1003, and 1004, as provided in T. D. 1907 of 
November 26, 1913. 



The time in which Forms 1000 (original and amended), lOOi, 1003, 
and 1004, as provided in T. D. 1907, issued November 26, 191 3, may be 
used shall be extended to January 15, 1914. 



(T. D. 1914 December 9, 1913) 

Supplemental regulations prescribing how itemized monthly list returns 
and annual list returns of all coupon and registered interest payments 
on which the normal tax of i per cent was withheld shall be made, 
pursuant to regulations for the administration of section 2 of the act 
of October 3, 1913. 



Debtors or withholding agents are required by regulations made in 
pursuance to section 3, act of October 3, 1913, to make both a monthly^ 
and an annual list return. 
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The required monthly list return tfhall give a list of all coupon or in- 
terest pa3mients made, on which the normal tax of i per cent was deducted 
and withheld and shall show the name and address in full of the owners 
of the bonds, amount of the income, amount of exemption claimed, 
amount of income on which withholding agent is liable for tax, and the 
amount of tax withheld, and shall be made in substantially the following 
form: 



(Form 1012) 
Monthly list return of amount of income tax withheld at the source 

Filed by (Name of debtor organization) 

To be made in duplicate to the collector of internal revenue for the district 
In which the withholding agent is located on or before the 20th day of each 
month, showing the names and addresses of persons who have received pay- 
ments of interest upon bonds and mortgages or deeds of trust, or other similar 
obligations of corporations, Joint-stock companies, or associations, and insurance 
companies, on which the normal tax of 1 per cent has been deducted and with- 
held during the preceding month. 

I (we) (Name) of (State address in full), the duly author- 
ized withholding agent of (State name of debtor organization^ 

located at (Address in full), do solemnly swear (or affirm) 

that the following is a true and complete return of all coupon and interest 
payments as above described, made by said organization and from which 
the normal tax of i per cent was deducted and withheld, at the time of 
payment or for which it is liable as withholding agent, during the month 

of , 191..., on the (Describe the particular issue of 

bonds) bonds (or other obligations) of the (Name of debtor 

organization), and there are herewith inclosed all certificates of owner- 
ship which were presented with said coupons or orders for registered 
interest covering the interest maturing on | of the bonds described. 



Name. 


Address In full. 


Amount of 
Income 


Amount of 

exemption 

claimed. 

If . 


Amount of 

income 
on which 
wltnhold- 

Ing 
agent is 

liable 
for tax 


Amount of 

tax 
withheld. 






S 


1 


|. . 


s 


















































Total for mo 
Amount of tax remit 


ttths 










ted herewith (if any) to coll 


ector 













To , Sworn to and subscribed Signed : 

Collector. before me this 

.....District of day of 191 



(Addrets) 



(Capacity in which acting) 
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NOTB A — ^Withholding agents may, If they so desire, pay at the time this list 
Is filed, to the collector of internal revenue with whom the list is filed, the 
amount of tax withheld during the month for which the list is made. 

NOTB B — All substitute certificates of collecting agents, authorized by regula- 
tions, that are received by debtors or withholding agents will be considered the 
same as certificates of owners, and in entering same in making monthly list 
'returns, debtors or withholding agents will enter the name, address, and the 
number of the substitute certificates of the collecting agent in lieu of the name 
and address of the owner of the bonds. 

Form 1012A. Includes all heading Form 1012, but omits bottom. 

Form 1012B. With box heading Form 1012, omits head and tail. 

Form 1012C. Omits heading Form 1012, includes tail. 

Form 1012D, when necessary to be used, shall be a summary of the 
monthly list return, Form 1012, as made in detail by the withholding agent 
and the said summary and lists thereto attached when properly filled 
in and the summary signed and sworn to shall constitute the complete 
monthly list return of the withholding agent making same» as fully as 
if each list attached to the summary was signed and sworn to separately. 

The said Form 1012D shall be in substantially the following form : 

(Form 1012) 

Summary of monthly list return of amount of normal income tax with- 
held at the source 

Filed by (Name of debtor organization) 

To be made in duplicate to the Collector of Internal Reveniie for the district 
In which the withholding agent Is located, on or before the 20th day of each 
month, showing the names and addresses of persons who have received payments 
•of Interest upon bonds and mortgages, or deeds of trust, or other similar obliga- 
tions of corporations. Joint stock companies, or associations, and insurance com- 
panies, on which the normal tax of i per cent has been deducted and withheld 
during the preceding month. 

I (we) (Name) of (State address in full), the duly 

authorized withholding agent of (State name of debtor organiza- 
tion), located at (Address in full), do solemnly swear (or 

affirm) that the following is a true and complete return of all coupon 
and interest payments as above described made by said organization and 
from which the normal tax of i per cent was deducted and withheld, at 
the time of payment, or for which it is liable as withholding agent, during 
the month of (date), 191 . . ., on bonds (or other similar obliga- 
tions) of the (Name of debtor organization), as fully set forth 

in detail, on lists attacherl hereto, said lists, Form 1012, and this summary, 
constituting the Monthly List Return of Normal Income Tax Withheld 
at the Source as required b> the regulations; and that there are herewith 
inclosed all certificates of ownership which were presented with said 
coupons or orders for registered interest covering the interest maturing 

on $ of the bonds described, and that said withholding agent has 

paid no coupons or orders for registered interest not accompanied by the 
certificates of ownership as required by Treasury regulations. 
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D«erl9tloa of obUgatton. 


Amount of 
Income. 


Amonnt of 

exemption 

claimed. 


Amount of 

income 
on which 

withhold- 
ing agent 
Is liable 
for tax. 


Amount 

of tax 

withheld. 




$ 


1 


$ 


$ 










































Amount of tax remlttad herewith 
(If any ) to collector 











To » Sworn to and subscribed Signed : 

Collector. before me this 

Districtof day of 191 



(Address) 



(Capacity in which acting) 



NoTB A — ^withholding agents mar. If they so desire, pay at the time this list 
Is filed, to the Collector of Internal Rerenue with whom the list Is filed, th# 
amount of tax withheld during the month for which the list is made. 

Nora B — ^All substitute certificates of collecting agents, authorised by regula- 
tions, that are received by debtors or withholding agents will be oonsidered the 
tame as certificates of owners, and In entering same in making Monthly List 
Retuma, debtors or withholding agents will enter the name, address, and the 
number of the subetltute certificate of the collecting agent In lieu of the nam# 
end address of the owner of th^ bonds. 

The annual list return to be made by debtors or withholding agents of 
the normal tax of i per cent withheld from interest payments made upon 
bonds or other similar obligations shall be made on or before March i 
of each calendar year and in substantially the following form : 

(Form 1013) 

Annual list return of amount of normal income tax withhekl at the source 
from interest upon bonds and mortgages or deeds of trust or other 
similar obligations of corporations, joint-stock companies or associa- 
tions, and insurance companies. 

Filed by (Name of debtor organization) 

To be made in duplicate to the collector of internal revenue for the district in 
which the withholding agent Is located on or before March 1, showing the totals 
of each monthly return on Form 1012, and their aggregate totals for the preceding 
calendar year. 

I (we) (Name) of (State address in full), the duly 

authorized withholding agent of (State name of debtor organiza- 
tion), located at (State address in full), do solemnly swear (or 

affirm) that the following is a true and complete return of the monthly 
totals of all coupon and interest payments made and normal taxes with- 
held therefrom by said organization or for which it is liable as with- 
holding agent as reported on Form 1012, and their aggregate totals for 
the year ended December 31, 191.... 
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Month. 
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To , Sworn to and subscribed Signed : 

Collector. before me this 

Districtof day of 191 



(Address) 



(Capacity in which acting) 



The monthly list return in the form as required herein shall consti- 
tute a part of the annual list return to be made by debtors or withholding 
agents, and the debtor or withholding agent will not be required in mak- 
ing an annual list return of the tax withheld from income derived from 
interest upon bonds and mortgages or deeds of trust, or other similar 
obligations of corporations, joint stock companies, or associations and 
insurance companies, to again make an itemized list of the amount of 
tax withheld from each person, but will give in the annual list return 
the totals of the monthly list return for each month of the year for 
which annual list return is made. 

All substitute certificates of collecting agents authorized by reg^ula- 
tions that are received by debtors or withholding agents will be considered 
the same as certificates of owners, and in entering same in making monthly 
list returns, debtors or withholding agents will enter the name and ad- 
dress of the collecting agent and the number of the substitute certificate 
issued in lieu of the original certificate containing the name and address 
of the owner of the bonds. 

Until the further ruling on this subject by this department no list 
return is required to be made of certificates of ownership accompanying 
the coupons or registered interest orders filed with a debtor or withhold- 
ing agent, when the owners of the bonds are not subject to having the 
normal tax withheld at the source^ but all such certificates of ownership 
shall be forwarded by the debtor or withholding agent to the collector 
of internal revenue for his or its district, on or before the 20th day of 
the month succeeding that in which said certificates of ownership were 
received by him or it. 
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All forms of monthly and annual list returns herein provided for 
shall be lo^ indies wide and i6 inches from top to bottom. 



(T. D. 1915 December 5, 1913) 

Supplemental regulations prescribing forms of certificates to be attached 
to interest coupons in cases where the collecting agent's certificate is 
substituted for the certificate of the owners. 



Subject to the provisions of the regulations in T. D. 1903, dated 
November 28, 1913, collecting agents may substitute Form loooa, properly 
filled in and numbered, for the certificate of the owner on Form looo. 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form looi, said substitute certificate shall be in 
substantially the following form: 

(Form looia) 

Form of certificate to be attached to interest coupons in ceases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners. 

(,When owner is a domestic organization not subject to tcuees on income at source) 

(The owner's certificate, of which the following certificate is the counterpart, 
and hears the same number as this certificate, will be sent by the collecting agent 
direct to the Commissioner of Internal Rerenue. at Washington, as prescribed 
br regulations.) 

No 

I (we) (Name of collecting agent) do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191..., amounting to $ , has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of October 25, 1913, Form No. looi, which certificate has 

beSi indorsed by me (us) as follows: "Owner's certificate No 

(Name of collecting agency), , 191 . . .," and that under the pro- 
visions of the income-tax law of October 3, 191 3, said interest is exempt 
from the payment of taxes collectible at the source, which exemption is 

hereby claimed, and I (we) do hereby promise and pledge \ JljJ^selves \ 
to forward the above-described certificate executed by the owners as 
stated and dated , 191 . . ., to the Commissioner of Internal Reve- 
nue, at Washington, D. C, not later than the 20th day of next month, in 
accordance with Treasury Regulations. 

Signature of collecting agent, 

Address 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form 1003, said substitute certificate shall be in 
substantially the following form: 
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(FoRif looaa) 

Form of certificate to be attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners, 

{When eaid ovmera are flrme or copartnemMpe in the United Staiee) 

(The owner's certificate, of wlilch the following certificate la the oonntenmrt, 
and bears the aame number aa this certificate, will be sent by the ooUeetias 
agent direct to the Commissioner of Internal Reyenue. at Washington, aa pre- 
scribed by regulations.) 

No 

I (we) (Name of collecting agent^ do solemnly declare that 

the owner of $ , bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191 . . ., amounting to $ has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of October 25, 191 3, Form No. 1003, which certificate has 

been indorsed by me (us) as follows: "Owner's certificate No 

(Name of collecting agency), (Date), 191...," and 

that the name and address of the firm or partnership, and the names of 
the individual members thereof, and their places of residence were re- 
corded on said original certificate, and I (we) do hereby promise and 

pledge ] ^^eives 1 *^ forward the above-described certificate executed by 

the owners as stated and dated , 191..., to the Commissioner of 

Internal Revenue, at Washington, D. C, not later than the 20th day of 
next month, in accordance with Treasury Regulations. 

Signature of collecting agent, 

Address, 

Date 191.... 

When collecting agents substitute their own certificates in lieu of 
owner's certificate on Form 1004, said substitute certificate shall be in 
substantially the following form: 

(Form 10014a) 

Form of certificate to be attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners, 

(When owners are both ciHeena or 9uf>ject8 and reaidenta of foreign oountriea} 

(The owner's certificate* of which the following certificate is the counterpart 
and bears the same number as this certificate, will be sent by the collecting- 
agent direct to the Commissioner of Internal Reyenue, at Washington, as pre- 
scribed by regulations.) 

No 

I (we) (Name of collecting agent) do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191..., amounting to $ , has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of October 25, 191 3, Form No. 1004, which certificate ha» 

been indorsed by me (us) as follows: "Owner's certificate No 

(Name of collecting agency), (Date), 191," and that 

the owner in said certificate declares that, being nonresident foreigner^ 
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said interest is exempt from the income tax imposed on such interest 
by the United States Government under the law enacted October 3, 191 3, 
and that no citizen of the United States* wherever residing, or foreigner 
residing in the United States, or any of its possessions, has any interest 
in said bonds, coupons, or interest; and I (we) do hereby promise and 

pledge I ^j.g^^gg >to forward the above-described certificate executed 

by the owners as stated and dated 191 . . ., to the Commissioner 

of Internal Revenue, at Washington, D. C, not later than the 20th day 
of next month, in accordance with Treasury Regulations. 

Signature of collecting agent, 

Address, 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form loii, said substitute certificate shall be in 
substantially the following form: 

(Form loiia) 

Farm of certificaU to be attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners, 

(When owner'a are firms or oop€utn9r»hip9 in the Untted Btatee €Ha/lm4ng Oedvo^ 
ticn for taoB on ooeoimt 0/ opemSing e m pen t ee ine u rred) 

(The omer's eertifleate, of which the Mlowtag MiHtate It tte oonnterpftrt, 
mad bean the same number as thle certlfleate, wUl be eeat bgr the oolleetixig 
asent direct to the Commifleioner of Internal Revenue, at Waehinflton, as pre- 
icribed by regulations.) 

No 

I (we) (Name of collecting agent) do sdcmnly declare that 

the owner of ^ bonds of the (Name of deotor organiza- 
tion) from which were detached the accompanying Interest coupons due 

(Maturity), 191..., amounting to $ , has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of November 28, I9I3, Form No. loii, which certificate has 

been indorsed by me (us) as foHows: "Owner's certificate No , 

(Name of collecting agency) (Date). 191...," and 

the partnership in said certificate did daim a deduction of $ allowed 

on account of the actual expenses incurred in conducting said business, 
under regulations made in pursuance of section 2, act of October 3, 1913, 
and did solemnly declare that neither the partnership nor its individual 
members has claimed deductions in excess of its total actual legitimate 
annual expenses of conducting the business of said partnership, and that 
no portion of the living or personal expenses of the partners is included 
in the deductions claimed, and I (we) do hereby promise and pledge 

iouwclvesi*^ forward the above-described certificate executed by the 

owners as stated and dated 191..., to the Commissioner of 

Internal Revenue, at Washington, D. C, not later than the 20th day of 
next month, in accordance with Treasury Regulations. 

Signature of collecting agent, 

Address, 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
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owner's certificate on Form 1014, said substitute certificate shall be in 
substantially the following form: 

(Form 1014a) 

Form of certificate to be attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners, 

(When oumere are firms or copartnerships of foreign countries and eUaim im- 
mwiity from income tax) 

(The owner's certificate, of which the following certificate Is the counterpart, 
and bears the same number as this certificate, will be sent by the collecting 
agent direct to the Commissioner of Internal Revenue, at Washington, as pre- 
scribed by regulations.) 

No 

I (we) (Name of collecting agent), do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191 . . ., amounting to $ , has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of November 28, 1913, Form No. 1014, which certificate has 

been indorsed by me (us) as follows: "Owner's certificate No , 

(Name of collecting agency), (Date) , ipi . . . ," and 

that said certificates declare that said owners are a copartnership and that 
all the members of the firm or partnership, except partners whose names 
are recorded thereon, are nonresident foreigners and as such are exempt 
from the income tax imposed on such income by the United States 
Government under the law enacted October 3, 19 ij, and that no citizen 
of the United States, wherever residing, or foreigner residing in the 
Unitel States or any of its possessions, except those named above, has 
any interest in said bonds, couoons, or interest; and I (we) do hereby 

promise and pledge j ^rrselves i *° forward the above-described certifi- 
cate executed by the owners as stated and dated , 191..., to 

the Commissioner of Internal Revenue, at Washington, D. C., not later 
than the aoth day of next month, in accordance 'with Treasury Regula- 
tions. 

Signature of collecting agent, 

Address, 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form 1015, said substitute certificate shall be in 
substantially the following form: 

(Form 1015a) 

Porm of certificate /# be attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners. 

(When owners are fiduciaries) 

(The owner's certificate, of which the following certificate is the counterpart, 
and bears the same number as this certificate, will be sent by the collecting 
agent direct to the Commissioner of Internal Revenue, at Washington, as pre- 
ecribed by regulations.) 
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No 

I (we) (Name of collecting agent), do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191..., amounting to $ , has filed with me 

us) a duly executed certificate filled up in accordance with Treasury 
Regulations of November 28, 1913, Form No. 1015, which certificate has 

been indorsed by me (us) as follows: "Owner's certificate No , 

(Name of collecting agency) (Date), 191...," that 

said certificate is executed by a fiduciary, and that the fiduciary, acting 
for and in the capacity as stated therein, has assumed the duty and 
responsibility imposed upon withholding agents under the law, of with- 
holding and paying the income tax due, for which he (it) may be liable, 
and that, actmg in said fiduciary capacity as stated therein, he (it) did 
claim exemption from having the normal tax withheld from said income ; 
and I (we) do hereby promise and pledge myself (ourselves) to for- 
ward the above-described certificate executed by the owners as stated 

and dated , 191 . . ., to the Commissioner of Internal Revenue, at 

Wsishington, D. C, not later than the 20th day of next month, in accord- 
ance with Treasury Regulations. 

Signature of collecting agent, 

Address, 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form 1016, said substitute certificate shall be in 
substantially the following form: 

(Form ioi6a) 

Porm of certificate to he attached to interest coupons in cases where the 
collecting agenfs certificate is substituted for the certificate of the 
owners. 

(Oionert 'being fcrtign organiBotUm, not tuhjeet to the incofne taa at the 9ouroe) 

(The owner's certificate, of whlcli the following certificate is tbe counterpart, 
and bean the same number as this certificate, will be sent by the collecting 
agent direct to the Commissioner of Internal Revenue, at Washington, as pre- 
scribed by regulations.) 

No 

I (we) (Name of collecting agent) do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191..., amounting to $ has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of November 28, 191 3, Form No. 1016, which certificate has 

"been indorsed l^ me (us) as follows: "Owner's certificate No 

(Name of collecting agency), (Date), 191," and that 

under the provisions of the income-tax law of October 3, 1913, the said 
organization in said certificate declares that it is a foreign organization, 
and that the said interest or income is exempt from the pasrment of taxes 
collectible at the source, which exemption it claims, and I (we) do 

hereby promise and pledge j ^s^iygg r to forward the above-described 

certificate executed by the owners as stated and dated , 191..., 

to the Commissioner of Internal Revenue, at Washington, D. C, not 
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later than the 20th day of next month, in accordance with Treasury 
Regulations. 

Signature of collecting agent 

Address, 

Date, , 191.... 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on Form 1018, said substitute certificate shall be in 
substantially tlie following form: 

(Form 10180) 

Farm of certificate to he attached to interest coupons in cases wherg ih€ 
collecting agents certificate is substituted for the certificate of the 
owners. 

•iOvmera being foreign orgamiaatifms engaged in bnvMeat in the United StaSe9 
end mOffeot to tarn) 

(The owner's certificate, of which the followlns oerttfloate U the covnterpart, 
and bears the same number as this certificate, will be sent by the oollecting 
agent direct to the CeHUBlssioner of Internal Revienme, at Washington, as pre- 
scribed hj regulations.) 

No 

I (we) (Name of collecting agent) do solemnly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 

(Maturity), 191. v* s^niounting to $ , has filed with me 

(us) a duly executed certificate filled up in accordance with Treasury 
Regulations of December 5, 1913, Form No. 1018, which certificate has 

been indorsed by me (us) as follows : "Owner's certificate No , 

(Name of cc^lecting agency), (Date), 191...," and 

that under the regulations made is pursuance of section 2, act of October 
3, 191 3, said organization is subject to the normal tax of i per centum 
per annum upon the amount of net income accruing from business trans- 
acted and capital invested with th<e United States and did therein claim 
exemption from having the said tax withheld at the source from said 
income, and I (we) do hereby promise and pledge myself (ourselves) 
to forward the above-described certificate executed by the owners as 
stated and dated 191 • • •» to the Commissioner of Internal Reve- 
nue at Washington, D. C, not later than the 20th day of next month, in 
accordance with Treasury Regulations. 

Signature of collecting agent, 

Address, 

Date, 191.... 

All of the forms prescribed herein to be used by collecting agents for 
substitution in lieu of the owner's certificate, accompanying coupons to be 
presented for collection, shall be subject to all of the provisions of the 
regulations as published in T. D. 1903 of November 28, 191 3, the same 
as the said regulations are made to apply to Form loooa, as given therein. 



(T. D. 1916 December 5, 1913) 

Regulations prescribing form of certificate to be furnished by foreign 
organizations engaged in business in the United States and subject 
to the income tax on interest or other income collectible at the source. 
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Foreign orsranizations engaged in business within the United States 
are subject to the normal tax of i per cent per annum upon the amount 
of net income accruing from basiaess traiiBacted and capital invested 
within the United States; but said organizations shall be exempt from 
having any part of th«ir income witl^eld by a debtor or withholding 
agent. 

The certificate to be furnished by foreign organizations engaged in 
business in the United States shall be in substantially the following form : 

(Form ioi8) 

Certificate to be furnished by foreign organisations engaged in business 
in the United States 

I, (Give name), the (Give official position) (Name 

of organizations), a (Character of organization), of 

(County), located at (Post-Office address), do solemnly declare 

that said (Give name of organization) is a foreign organization 

engaged in business in the United States, and is the owner of $ 

bonds, of the denomination of $ each, Nos 

of the (Give name of debtor), known as (Describe 

particular issue of bands) bonds, from which were detached the accom- 
panying coupons, due , 191..., amounting to $ , or upon 

which there matured , 191..., $ of registered interest, or 

is the owner of (Property or investments), upon which there 

was accrued 191..., $ of income. 

Under the provisions of the income-tax law of October 3, 191 3, the 
said organization is subject to the normal tax of i per cent per annum 
upon the amount of net income accruing from business transacted and 
capital invested within the United States, for which tax it will make 
its return in due course, but it hereby claims exemption from having 
the said normal tax of i per cent on said income withheld at the source. 
Name 



(Official position) 

Date 191... Of 

Address (Name of organization) 

(Post office) 



(T. D. 1917 December i6> 1913) 

Extension of time for filing monthly list returns of all coupons and 
registered interest payments on which the normal tax of i per cent 
was withheld at the source in accordance with the requirements of 
section 2, act of October 3, 1913. 



The time for filing itemized monthly list returns of coupon and 
registered interest payments for the month of November, 1913, which 
are required by regulations to be filed on or before December 20, 1913, 
is extended to January 5, 1914. 
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Edited by Ssymour Walton, CP.A. 
FOREWORD 

A few words of explanation are in order in regard to the objects ta 
be aimed at in the studies which are to be pursued in this department 
The consideration of these objects will include necessarily the dis- 
cussion of what constitutes true education and what are the best means 
of obtaining it; what mental faculties it is necessary to cultivate* and how 
this can best be done; and to what extent mental training is valuable, 
whether that training is directly in the line of any person's daily work, 
or is only general in its character, conducing to habits of thought which 
will be valuable to any one who is ever confronted with problems of 
any kind, whose correct solution requires close and accurate reasoning. 

It is not intended to lay out a connected course of business instruc- 
tion such as is already given by many excellent schools of commerce and 
accounting in our larger cities. The intention is rather to supplement the 
work of these institutions by the discussion of subjects and the exposi- 
tion of principles, as brought out in the solution of problems given in 
C. P. A. examinations. It may well be that the views expressed may 
not meet the approval of instructors in the established institutions, or of 
individual accountants throughout the country. If so, the columns of 
this department will always be open to the objectors, and their criticisms 
will be more than welcome. If the department does nothing more than 
to arouse among the accountants a discussion of mooted questions, it 
will have rendered a worthy service, since the great difficulty that has 
always handicapped The Journal op Accountancy has been that of in- 
ducing practical accountants to express themselves in print with regard 
to the many important subjects with which they are constantly required 
to deal. 

The members of the various C. P. A. examining boards throughout 
this country and the Dominion of Canada can render an important ser- 
vice to the profession and to those who are working hard to enter it, 
if they will freely criticize the manner in which solutions to problems 
are given, whether in regard to the "general intelligence with which the 
questions are answered" or the technical way in which statements are 
set up. If theie is too much of a tendency to "cut corners" so as to 
save time, let them so state, or if in their opinion there is not sufficient 
explanation of the principles involved to indicate the "general intelli- 
gence" asked. for in the instructions on the examination papers, let them 
speak their minds, and criticize the inadequacy of the answers. A great 
point will be gained if the applicants for the degree can get a clear idea 
of what is required of them. 

As the freest and fullest criticism is invited from the examiners, we 
trust that they will not take it amiss if we, in our turn, take occasion to 
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offer them an occasional suggestion as to the wording of their problems 
and questions. Considerable time is often wasted by the candidates in 
trying to find out just what the examiners mean by some expression that 
a little change in the wording would have made perfectly plain. It is 
a little difficult for instance, to see why partners should take the trouble 
to make an agrreement inter se, when they could just as well have made 
the agreement "among themselves," and not have left the applicant in 
doubt as to what important principle was indicated by the unfamiliar 
Latin words. 

There is an old English engraving depicting a dying wife making a 
last request of her husband, who does not seem to be giving a very ready 
response, for she is represented as saying: 

"Thou wilt, I know thou wilt. Sad silence gives consent. 
And in this pleasing hope thy Emma dies content" 

We trust that the examiners and other accountants will not force us 
to infer from their silence, sad or otherwise, that our ideas meet with 
their approval. Active criticism is better than that kind of negative 
endorsement "In a multitude of counsellors there is wisdom," and it 
is only by the clash of minds that valuable truths can be brought out and 
firmly established. 

Trus Education 

In order to fit oneself to become a practical accountant, either as a 
public practitioner or as the head of the accounting department of any 
large corporation, it is necessary to obtain a training which must consist 
of an extremely varied experience in accounting work or of an academic 
course of a high order, or better still, of both combined. Academic 
education alone will not make a finished accountant, and the wrong kind 
of education will do little towards accomplishing it, that is, the educa- 
tion that does no more than teach rules and facts without reaching any 
of the underlying principles. The only education that is of any real 
value is that which teaches the student to think clearly and to grasp the 
reason for any line of action, to know the "wbv" and not be satisfied 
simply with the "how." It will be found that the knowledge of the 
scientific why will greatly facilitate the carrying out of the more mechan- 
ical how. 

Dr. Henry Van Dykb clearly expressed this idea when he said: 
"The chief benefit that a good student may get in a good college is not 
a definite amount of Greek and Latin, mathematics and chemistry, botany 
and zoology, history and logic, though this in itself is good. But far 
better is the power to apprehend and distinguish, to weigh evidence and 
interpret facts, to think clearly, to infer carefully and to imagine 
vividly." 

In these papers the constant endeavor will be to lead the student to 
carry out Dr. Van Dykb's ideas, by an exposition of principles, rather 
than a dogmatic statement of rules and of accounting methods, without 
the attempt to explain the reasons for their adoption. 

It is true that the intelligent man, be he office man or mechanic, can 
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pick up these principles from his own experience, and it is eqnally true 
that very large numbers do so, but it is necessarily at the expense of a 
large number of mistakes and even of positive failures. Experience is 
a good school, but unginded it is a dear one. Experience diat is en- 
lightened by a through knowledge of principles is the best school of all, 
and is in fact the only one that will produce any really practical results. 
The man without theoretical knowledge is like a man in a strange 
country without a map or a compass. He knows where he wishes to go, 
but he has no idea in which direction to travel, nor which road to take. 
If he is given time enough to try one road after another, he will even- 
tually hit upon the right one and reach his destination. Another man, 
with a good road map, made by those who have traversed the same 
ground before, will go straight to his desired haven, and lose no time 
in futile exploration. So a practical business man, gm'ded by a good work- 
ing theory, made by those who have previously investigated the subject, 
can go directly to the heart of any new situation, without wasting time 
in vain experiments. However, it must be remembered that, as the mere 
possession of the map will not carry the traveler to his destination, with- 
out intelligent action on his part, so tfie mere learning of a theory will 
not solve the business man's problems. He must know how to give 
it practical application, and this knowledge can come only through practi- 
' cal experience. 

Advantages of an Accounting Education 

One of the mistaken ideas in regard to an education in accountancy 
is that it is of value only to those who wish to become certified public 
accountants. While such persons must of necessity obtain this education 
in order to enable them to pass the very severe examinations which are 
to test their fitness to enter the profession, it does not follow that no 
others should endeavor to gain the knowledge that a proper study of ac- 
counting principles will give ^em. 

The demand made by the business world today is for efficient men. 
The large corporations are constantly seeking for men who will be able 
to give them correct information in regard to all die intricacies of their 
business, information that will enable them to stop leaks and to institute 
economies in production and in selling, and that will show them exactly 
what are the results of each department, not merely what the final 
round-up of the whole business for a year may demonstrate. They can- 
not afford to have mistakes made in the methods by which the results are 
obtained, in the taking of inventories, in the calculation of averages of 
different years as to cost of production or of selling, and in many other 
things which it is vital to them. to know. These mistakes can be avoided 
or if made, can be pointed out, only by one who has a thorough knowledge 
of accounting principles, whether he be a certified public accountant or 
not. 

The difference between a certified public accountant and the equally 
competent man who has not obtained Ids certificate is very similar to the 
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<lifference between solid silver ware made before it was customary to 
mark solid silver as "sterling" and that made since the hall-mark was 
used. The old ware is just as solid as the new, but there is nothing to 
show it To prove that it is solid it must be tested, while a glance at the 
new will show whether it is or not The certified public accountant pos- 
sesses the hall-mark, which carries with it at least the presumption of 
ability. The other man must be tried The burden of proof is on him, 
but it is not on the certified public accountant For that reason the 
larger business concerns of the country are constantly offering induce- 
ments in the shape of veiy large salaries to certified public accountants, 
with whom they have become acquainted during the progress of an 
audit 

The possession of a certificate authorizing a person to write C. P. A. 
after his name is not an absolute proof of supreme excellence, but the 
ability to pass the rigid examination presupposes such a knowledge of 
accounting principles as to place the person in the enviable position of 
having good positions seek him, instead of being forced himself to seek 
the positions. He is, at least, given abundant opportunities to demon- 
strate whatever ability he may possess. 

Therefore, while it is not necessary for a person who has taken 
the trouble to acquire an accounting education to pass the examination, 
it would be much better for him to do so. The education itself will be 
just a» valuable an investment in either case. 

Accounting PsoBzjtifs 

It is not unusual for a student in an accounting class to neglect the 
task of solving the problems, giving one excuse or another, sometimes 
valid, but more often an evidence of mere lack of energy. Such a person 
will say that he is content with listening to the discussions in class, or 
with reading the text This arises largely from the impression that the 
problems af e mere^ exercises in mental gymnastics, or that they describe 
conditions that are not likely to be met with in ordinary experience. 
Even if this were true, the ability to grasp the fundamental principles 
involved in these problems, and to apply the proper methods in treating 
them will be invaluable when similar conditions are encountered in actual 
'business life. The actual problems may not be the same as the theoretical 
ones, but the habits of thought developed in the study of the theoretical 
will be of enormous value in solving the business problems that are likely 
to arise in actual practice. There will be acquired an insight into con- 
ditions that will enable one to distinguish between superficial resemblances 
and real relations, which is one of the principal foundations of the scienti- 
fic study of any subject. 

A very important thing to be learned from the solving of accounting 
problems is the ability to read tfie problem correctly. Very frequently 
^hat looks like a purely perfunctory remark may involve an important 
point if its true bearing on the conditions is properly appreciated. On 
the other hand an apparently important point may prove to have little 
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or no influence in the final results. The ability really to grasp what is 
read may be cultivated, just as well as can the ability to observe what 
one sees. The difficulty that many people experience in remembering what 
cards have been played in a game of whist does not arise so much from 
a faulty memory as from lack of observation of the cards as they felL 
The same woman who cannot remember the cards at all, will be able to 
describe minutely the costume of another woman of whom she had but 
a glimpse as she passed her in the hall. In one case she has a trained 
habit of observation; in the other she has not. In a treatise on 
memory it was recommended that a person should train himself to re- 
member the articles seen in a shop window, when passing it at an 
ordinary walk. It was said that the power to remember would be wonder- 
fully increased by such a practice. The truth is that it would be rather 
the power really to see the articles that would be cultivated. 

Analysis and Imagination 

In order to arrive at the underljring principles in any problem, whether 
one asked in a C. P. A. examination or one encountered in actual practice, 
the possession of two mental faculties is essential — the analytical faculty 
and the imagination. 

The analytical faculty enables one to grasp all the elements of a prob- 
lem and to make an analysis of their real nature in their relations to each 
other, distinguishing between a superficial resemblance and an essential 
interdependence. 

The right use of the imagination enables one to keep in mind an 
image or picture of the whole field to be covered, so that no one part 
will be overlooked while the attention is concentrated on some other 
part This is especially important to the person who is devising a com- 
plete system of office or of factory cost accounts so that each point will 
be covered with due reference to every other point and that all of the 
several units will so dovetail into each other that the result will con- 
stitute a consistent and harmonious whole. 

Both the faculties of analysis and imagination come into play in the 
study of the questions asked in C. P. A. examinations. Before an at- 
tempt is made to answer them, they should be thoroughly scrutinized, so 
that every element may be understood and completely covered in the 
answer, each element being duly considered in its relation to all the 
others. 

The necessity for going clear to the bottom of a subject, so that it is 
certain that everything has been taken into full consideration, and that 
all the information that can be obtained from the problem has been given 
its due weight, is illustrated by the following problem. In an answer 
that was published in a magazine that has a department of C. P. A. 
problems, a solution was given in which it was stated that the problem 
contained no information as to whether or not the preferred stock was 
preferred as to assets as well as to dividends. A correct analysis of the 
conditions called for will determine this question without a shadow of a 
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doubt. The reader will do well to study the problem, to see whether he 
can discover from the problem itself what is the status of the preferred 
stock, before he looks at the solution. In the published answer referred 
to the wrong view of the question was taken. 

PROBUeM 

The Chimera Chemical Company, a corporation engaged in the manu- 
facture of patent medicines and toilet preparations, being unable to pay 
or renew its maturing obligations, Mr. Willoughby West, president of 
the company and owner of eighty per cent of its common stock, ap- 
proaches the managers of the Opulent Oxygen Company with a proposi- 
tion to sell out or consolidate. Mr. West submits a balance sheet, which 
purports to show his company's condition, as follows: 

ASSETS 

Cash $ 1,007.21 

Accounts receivable 269,197.08 

Bills receivable 30,603.35 

Merchandise inventory 52402.91 

Land and buildings 40,000.0a 

Machineiy and equipment 16460.57 

Furniture and fixtures ^466.33 

Prepaid advertising 20455.19 

Prepaid taxes and insurance 1413.24 

Total $448,005.88 

UABILITIBS 

Accounts payable $ 66,568.6)3 

Bills payable 152468.53 

Capital stock, preferred (par $100) 50,000.00 

Capital stocl^ common (par $100; 100,000.00 

Surplus 78,968.72 

Total $448,005.88 



An agreement is finally reached, whereby West agrees to sell to the 
Opulent Company all of the Chimera Company's common stock at its 
actual book value (as determined by an audit of its books and an ap- 
praisal of its assets) in payment for which he is to receive stock of the 
Opulent Company (at par) to an equal amount. West delivers his own 
800 shares of Chimera common and instructs the Opulent Company to 
purchase, for his account, the remaining 200 shares at the most favorable 
figure for which it can be bought. It is finally secured at $7500 per share. 
Appraisers and arbitrators are named and you are called in to audit 
the Chimera Company's books and prepare the statement for final settle- 
ment 

You will find that cash, prepaid taxes and insurance, bills payable^ 

75 



Digitized by 



Google 



The Journal of Accountancy 

{preferred stock and common stock are correctly stated, as above. Ac- 
counts receivable aggregating ^23,641^ and bills receivable aggregating 
^14,342^ prove to be worthless. The actual value of prepaid advertis- 
ing amounts to only $3,i97-35* There are unrecorded accounts payable 
amounting to $43^237*^. The appraisers decide upon the following 
^raluations : 

Merchandise $36,341.18 

Land and buildings 40,000.00 

Machinery and equipment 10,000.00 

Furniture and fixtures 2,500.00 

Prepare the following and embody them in a report to your clients: 

1. Corrected balance sheet of the Chimera Chemical Company. 

2. Deficiency account of the Chimera Chemical Company. 

3. Statement of Willoughby West's account with the Opulent Oxygen 

Co. 

It is then decided that the Opulent Company shall pay into the treasury 
of the Chimera Company sufficient cash to wipe out the impairment of 
its capital 

Draft the entries in the journals and cash books of both companies 
necessary to record all of the foregoing transactions. Also show the 
accounts of Willoughby West and the Chimera Company as they will 
appear in the Opulent Company's ledger. 

Solution 

Journal entries adjusting accounts of Chimera Chemical Co., as 
appraised, and recording newly discovered liabilities. 

Deficiency $128,968.72 

To Accounts receivable 23,641.38 

Bills receivable 14,342.98 

Prepaid advertising 23,257^4 

Accounts payable 43>237.89 

Merchandise inventory 16,061.73 

Machinery and equipment 6460.57 

Furniture and fixtures If966.33 

Surplus 76^968.72 

To Deficiency 78,968.73 

Balance Shsst, Chimera Chemical Co. as Amended 
ASSETS LIABILITIES 

Cash $ 1,007^1 Accounts payable $109306.52 

Accounts receivable 245,555.70 Bills payable 152468.53 

Bills receivable 22,260.37 Capital stock: 

Merchandise inventory 36,341.18 Preferred 50,oooxx> 

Land and buildings ... 40,000.00 Caoital stock: 

Machinery and equii>- Common 100,000.00 

ment 10,000.00 

Furniture and fixtures . . 2,500.00 

Prepaid advertising .... 3,197.35 

Prepaid taxes and in- 
surance 1413.24 

Deficiency 50,000.00 



$412,275.05 $412,275.05 
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DspiciENCY Account 

Accounts receivable $ 23,641.38 Surplus $ 78,968.72- 

Bills receivable 14,342.08 Opulent Oxygen Co. ... 50,000.0a 

Prepaid advertising .... 23,257.84 

Accounts payable 43>237*89 

Merchandise inventory . 16,001.73 
Machinery and equip- 
ment 6,460.57 

Furniture and fixtures . . 1,966.33 



$128,968.72 $128,968.72 



The amended balance sheet shows a deficit of $50,000.00 against a 
total capitalization of $150,000.00 of which $50,000.00 is preferred. The 
treatment of the deficit depends on the status of the preferred stock. 
If it is preferred as to assets, the whole loss will fall on the common stock. 
If not, the loss will be divided pro rata between the two classes, reducing 
each of them to two-thirds of their original value. In the absence of 
specific information, it would seem that the latter assumption should be 
taken, if it were not for the fact that the Opulent Company proposes to 
pay in cash enough to cover the impairment of the capital. Assuming 
that the preferred stock is impaired one-third, or $16,666.67, would 
necessarily in^>ly that the Opulent Company wouU pay in that amount, 
for the saJce of making good the impairment of preferred stock, in which 
it had absolutely no interest. It must not be forgotten that the Opulent 
Company is buying only the common stock of the Chimera Company, and 
it is inconceivable that it would make a free gift to the preferred stock- 
holders of $16,666.67. We must therefore conclude that the common stock 
is impaired $50/)ea/)o, and is worth only 50% on the books. On this 
basis. West's acoount would be as follows, after he had paid the balance 
doe: 

W. West 

200 sh. Chimera common $i5,0D0j0D 800 sh. Chimera common $40,000.00 

500 sh. Opulent ^o^ooaoo 200 sh. ** '^ tojooojoo^ 

Cash isfioojoo 

$65,oeaoo $65,000^ 



The journal entries on the books of the Opulent Company would be, 

Chimera Chemical common $40,000.00 

To W. West 40,000.00 

for 800 shares Chimera common at 50% 
book value. 

W. West i5,ooox)o 

To cash 15,000.00 

for 200 shares Chimera common, bought 
for his account 

Chimera Chemical common 10^000.00 

To W. West 10,000.00 

purchasing from him 200 sh. at 50%. 
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W. West 50,000.00 

To capital stock, or treasury stock 50,000.00 

transferring to him 500 shares Opulent 
Co. stock (from original capital or treas- 
ury, as may be) in exchange for 1,000 
shares Chimera common at 50. 

Cash 15,000.00 

To W. West 15,000.00 

repayment by him of advance. 

Chimera Chemical common 50,000.00 

To cash 50,000.00 

payment of deficit to bring the stock back 
to par. The only other account asked for 
would be on books of Opulent Co. 

CHIMERA CHEMICAL CO. COMMON STOCK 

W. West, 800 shares at 50 $40,000.00 

W. West, 200 shares at 50 10,000.00 

Cash 50,000.00 

On the Chimera Chemical Co. books there would be an entry 

Cash $50,000.00 

To deficiency 50,000.00 

received from Opulent Co. 

The client to whom the report is to be made would naturally be the 
Opulent Oxygen Co. The following would be the condensed report: 

Mr. John Doe, president. 

Opulent Oxygen Co. 
Dear Sir: 

As instructed by you, I have made an examination of the accounts 
of the Chimera Chemical Co. and have prepared the following statement 
of its condition, as shown by its books and as it appears after the ad- 
justing entries have been made in accordance with the report of the ap- 
praisers : 

ASSETS Per Books As Appraised Deficiency 

Cash $ 1,007.21 $ 1,007^1 

Accounts receivable 269,19708 245,555.70 $23,641.38 

Bills receivable 36,603.35 22,260.37 1^,3^2.98 

Mdse. inventory 52,402.91 36,341.10 16,061.73 

Land and buildings 40,000.00 40,000.00 

Machinery and equipment 16460.57 10,000.00 6460.57 

Furniture and fixtures 4,466.33 2,500.00 1,966.33 

Prepaid advertising 26,455.19 3»i97-35 23,257.84 

Prepaid taxes and insurance 1413*24 1413-24 

$448,005.88 $362,275.05 



LIABILITIES 

Accounts payable $ 66,568.63 $109,806.52 43.237.89 

Bills payable 152,468.53 152468.53 Dr. 128,968.72 

Capital stock: 
Preferred 50,000.00 50^000.00 
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Capital stock: 

Common 100,000.00 5aooo.oo 50,ooo4X> 

Surplus 78,968.72 78,968.72 



$448,005^ $362,275.05 Cr.$i28,968.72 



This shows that the common stock is impaired $50,000.00. The whole 
loss must fall on the common stock, since the preferred stock is preferred 
as to assets, and does not lose any of its value until the common stock 
is exhausted. 

This exhibit fixes the price to be paid to Mr. Willoughby West for 
the stock bought from him and for his account as fifty cents on the 
dollar. His account will therefore be as follows: 



Willoughby West 

800 sh. ( 
200 sh. ( 
Balance 15,000.00 



200 sh. Chimera common $15,000.00 800 sh. Chimera common $40,000.00 
500 sh. Opulent Oxygen 50,000.00 200 sh. Chimera common 10,000.00 



$65,000.00 $65,000.00 



Balance $15,000.00 

The figures shown in the statement of assets are those submitted by 
the appraisers and arbitrators. The increase in the accounts payable was 
discovered from statements sent in by creditors and from an analysis 
of the inventory, disclosing goods that had been received for which no 
credits had been made to accounts payable. 

Yours very truly, 

, C.P.A. 

Note — ^The importance of determining the status of the preferred stock 
arises from the fact that if it shared in the impairment the common stock 
would be impaired onlv $33,333.33. This would give the common stock 
a book value of 66-2/3% and Mr. West would have been entitled to 
$66,666.67 of the Opulent Oxygen stock, instead of $50,000.00. 
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CLUB ACCOUNTS AND THEIR CONTROL By Harold Tansl^t 

Witt, F.C.A., Gee & Co., London, 1913. $1.50. 

This publication is intended to prove of value to secretaries and com- 
mittees of English dubs, and also to explode the theory that any one 
can manage a club. Incidentally, the author modestly submits the book 
to members of the accounting profession as a guide when th^ are called 
upon to install club accounts, as its theories are in every day use by 
the best English clubs. The books of account from which the revenue 
account and balance sheet are prepared, as prescribed by the author, are: 
cash book; tabular expenditure journal; impersonal ledger (partly ruled 
in tabular form; tradesmen's ledger; small journal (for impersonal 
entries, and adjustments) ; and debenture ledger (if the club has a 
debenture debt). 

The author urges the importance of keeping, wherever possible, a 
record of the profits made in each department of the club, so as to 
produce a comparable ratio of percentage of profit to the takings. 

A careful reading of this book fails to dkpel the thought that our 
English cousins have made little progress in demonstrating the steward- 
ship of club departmental service coindidentally with the stewardship 
of employees handling money and property. The accounting processes 
suggested by the author are practically obsolete in American dubs and 
have given place to clean-cut and concise methods that are promptly 
responsive to any desired demonstration of stewardship. American club 
management is generally vested in standing committees, composed of men 
or women active in business affairs, who demand the same graphic and 
comprehensive records for their dub that they require in their own 
business affairs. This has resulted in giving to American dub« the 
very best accounting thought in the development of routine, accounting 
metiiods, and comprehensive statements of results. 

Herbert M. Tsmpia. 



THE THEORY OF DEBIT AND CREDIT IN ACCOUNTING, hy 
Robert Gardner McClung. Morgan, Mills and Company, Boston, 
191 3. 16 pages. $1.00. 

Length of title, magnitude of price and abundance of index are the 
most noteworthy features of a little pamphlet of fourteen pages devoted 
to a discussion of the theory of debit and credit in accounting by Mr. 
Robert Gardner McClung. The absolute necessity for a publication of 
a work of this kind does not appear to the casual reviewer. To him it 
reads more like the introductory chapter of an ordinary text book on 
accounting. Every worthy contribution to the literature of accountancy 
should be welcome, but it is much to be doubted if the reception accorded 
the booklet in question will be as hearty as it might be were the contents 
greater and the price less. 

A. P. R. 
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INCOME TAX GUIDE, By Walter A. Staub, C.P.A., Lybrand, Ross 
Bros. & Montgomery, New York, 1913. Fifty cents. 
Following enactment of the Underwood tariff bill with its provision 
for the incidence of a tax upon individual as well as corporate income a 
mass of literature has been published dealing with the income tax and 
attempting more or less satisfactorily to explain the meaning of an act 
which certainly did not err on the side of too great clarity. Many of the 
banks have issued booklets containing advice to bondholders, and various 
other institutions have voluntarily come to the assistance of a rather be- 
wildered public, but it must be confessed that the great majority of this 
expository pamphleteering has served chiefly to make confusion worse 
confounded. The primary reason for this failure to explain is the evi- 
dent desire of the authors to display their ability as destructive critics. 
The act has been roundly belabored; its provisions have been ridiculed; 
and its inapplicability to the conditions of business has been demonstrated 
to the complete and serene comfort of complacent writers. 

Constructive criticism, however, has not been wholly lacking and in 
Mr. Staub's little book we have as lucid and able a discussion of the 
act as has appeared. He starts with the bold assumption that the act 
can be applied and proceeds to show how. Naturally he deals only 
with the act and those regulations under it issued prior to the publication 
of his book, but he displays a grasp of the law and a confidence in the 
administration of it which is valuable and encouraging. The set of 
forms for recording income which is embodied in the book is of great 
use. The exposition of the law is most sound. There is a modicum of 
criticism but as a rule the author takes the subject as he finds it and has 
no violent quarrel with facts. The book is excellent and should be an 
aid to every payer of income tax. 

A. P. R. 



A FIRST YEAR IN BOOKKEEPING AND ACCOUNTING By G. A. 

MacFasland and I. D. Rossheim, pp. 224. D. Appleton & Co,, 1913. 

As stated in the foreword the endeavors of the authors "have been to 
lay particular emphasis on the methods of exposition ; appeal being made 
to die understanding rather than to the memory of the student" This 
is exactly what is needed in the university courses in commerce, and the 
purpose is laudable. It is my opinion that the method of illustrating 
principles by specific problems will soon supplant the routine sets so 
largely in use at present, and it is a pleasure to see a text with such 
a basis. Too frequently it is assumed that the student knows bookkeep- 
ing because he has waded through a mass of tiresome entries. Such 
routine work drives all ambition and initiative from many a man who 
begins the work. The authors state "but a small number of students hav- 
ing reference to this volume will eventually reach the summits of ac- 
counting, having no desire to follow it as a profession." This is 
unquestionably true, but the writer is also convinced that one of the 
great faults with instruction in bookkeeping is that teachers do not 
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inspire the student with vision; the student sees only the things at hand 
and hecomes mechanical in his action— he is learning the trade of being 
a bookkeeper. Certainly no university course in commerce has such an 
aim in view. The course in bookkeeping is used as a stepping stone 
in approaching the larger subject of accountancy. Merchandise or trade 
discount is defined on page 54 as ''a consideration given or received for 
the payment of bills before they are due/' This is a confusion of the 
terms, trade and cash discount, and it is the latter which the authors have 
defined. An examination of the text failed to reveal the correct use of 
the term, "trade discount." The fact that the old time mixed account 
with merchandise is used in this book is to be regretted. If universities 
are to prepare men for entering the profession the accounting work from 
beginning to end must be properly correlated, so that time need not be 
wasted in accounting classes in explaining and correcting the methods 
followed in bookkeeping texts. 

In the opinion of the writer, too much attention (three chapters, 24 
pages) is given over to single entry bookkeeping and the change from 
single entry to double entry. Particular attention should be called to the 
fact that no mention is made in the text of corporation bookkeeping or 
general corporation subjects, with which the bookkeeper should be 
familiar. The authors state in the foreword that the text "is designed 
to provide a full first year's work in bookkeeping and accounting, for 
use in higher institutions of commercial training. Certainly not a great 
deal of time could be given the subject each week if the contents of the 
book were to suffice for a year's work, and it is hoped that the number of 
imiversities devoting so little attention to training for accountancy is 
exceedingly small. 

P. H. Blw«il. 



Correspondence 

Accounting Terminology 

Bditor, The Journal of Accountancy: 

Sir: It is an ungrateful task to criticise the work of a committee 
which has freely given its services to the American Association of 
Public Accoimtants, but where severe criticism is bound to arise, it 
seems desirable that members of the association should be the first to 
realize the need therefor. 

Few who have read the report of the committee on accounting termin- 
ology will dissent from the conclusion that it is not worthy of its mem- 
bers or of the accounting profession. It is unnecessary to discuss the 
report in detail and all that can now be done is to take steps to insure^ 
so far as possible, that the report shall not be regarded by the public 
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as representative of either the accounting, literary or other qualifications 
of the general body of accountants in this country. It is solely with 
this object in mind and with a feeling of deep regret that this letter is 
written. 

Yours very truly, 

C CUIUN ROB0ITS. 

New York, December 31, 1913. 

[We are glad to publish Ms. Roberts' letter because we believe that 
the committee on accounting terminology will welcome any reasonable 
criticism; but it is necessary to point out that the American Association 
of Public Accountants does not signify its approval of committee reports 
simply because of their publication in the year book. The reports of 
committees are generally ordered printed, and it remains for the mem- 
bers of the association to express their views on such reports. The re- 
port in question is probably not intended to be the final word of the 
committee, but is simply a collection of definitions which the committee 
presents to the association as the result of its efforts during the year. 
This view of the case is clearly set forth in the introductory portion of 
the committee's report. Editor, Th« Journal of Accountancy.] 



New York C. P. A. Examinations 

Editor, The Journal of Accountancy: 

Sir: A solution to question 5, part 2, practical accounting, 35th New 
York C. P. A. examination having been submitted in the November issue 
of Th« Journal, the writer begs to offer his solution of the same prob- 
lem. 

The question at issue, while it speaks of the value of the two stores, 
at Paterson and Newark respectively, in the writer's estimation could 
not mean to aim at the net worth of the firm at the dates mentioned in 
the problem. This viewpoint seems to have been taken by your corre- 
spondent from Dallas to ju'dge from the wording of his solution. 

By assuming this to be so, he concluded to divide the amount of 
^1,500 due to creditors into two even parts in spite of the problem stating: 

"Purchases, Paterson store, January to July $3,325." 

This in the writer's opinion seems to imply Aat all other purchases, 
•whether paid or unpaid, should be charged to the Newark store. 

Very truly yours, 

Paul L. Locwsnwartsr. 
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Announcements 

Frank L. Norris and David E. Boyce announce the openini^ of 
offices at 30 Church Street, New York, where they will practise under 
the firm name of Norris and Boyce. 



Andrew Hunter, Jr., & Co., certified public accountants, annotmce the 
removal of their offices from the American Building to Suite 1022-1023 
and 1024 Munsey Building, Baltimore, Md. 



Raban & Finlay, certified public accountants, announce the formation 
of a partnership for the practice of accountancy, with offices at 5 Second 
Street North, Great Falls, Montana. 



J. Porter Joplin, chairman of the committee on professional ethics 
of the American Association of Public Accountants, was the guest of the 
Institute of Chartered Accountants of Manitoba at a dinner given in the 
St Regis Hotel, Winnipeg, on December gth. After dinner Mr. Joplin 
addressed the members of the Institute on the subject of ethics, and a 
general discussion followed 



The first examination under the C. P. A. law of North Dakota will 
be held at the state university in Grand Forks, N. D., on January agth. 
Applications for this examination should be addressed to the state board 
of accountancy, (president, Frank L. McVey, president of the university 
of North Dakota) thirty days before the date of examination. 



Arthur E. Andersen and Clarence M. DeLany announce that they 
will engage in the general practice of public accounting under the firm 
name of Andersen, DeLany & Co., certified public accountants, with 
office in Harris Trust Building, III West Monroe Street, Chicago, lU. 

Mr. Anderson retains his connection with Northwestern University. 



Elmer L. Hatter, certified public accountant, announces that he has 
opened offices at 625 Munsey Building, Baltimore, Md., for the general 
practice of accountancy. 



W. F. Weiss and Company, certified public accountants, 170 Broad- 
way, New York, announce that they succeed to, and continue at the 
same address, the accounting practice of the firm of W. F. Weiss and of 
Macpherson, Weiss and Company (of New York) the latter firm hav- 
ing been dissolved. 
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Vol. 17 FEBRUARY. 1914 No. 2 

The National Budget* 

By Harvey S. Chase 

The Annual Report on the Finances by the secretary of the 
treasury was issued to congress three days ago. In this report 
the "estimates" of revenue and of expenditure for the coming 
fiscal year, which begins July ist next, amount to very large 
sums. The estimates for appropriations of all kinds including 
the postal service, the Panama canal, the sinking fund, the rec- 
lamation fund, the Indian and other trust funds, etc., amount 
to $1,108,681,777. These are the figures we see quoted in the 
newspaper headlines. They are, however, seriously misleading 
tmless careful attention is given to them — as has been given 
in the secretary's annual report. 

In the first place this total includes "the provisions for the 
sinking fund"— $60,717,000.! This provision is based on re- 
quirements of law that one per cent of the public debt shall be laid 
aside each year as a "sinking fund" to retire the debt. There- 
fore, duly each year sixty millions or more in figures are entered 
in the big account-books of the nation, as an increase of the 
"sinking fund," but at the same time a corresponding entry is 
made on the other side of the ledger exactly equalizing it. No 
money, or securities, or assets of any tangible nature are ever 
set aside in a true "fund." In other words the entry is solely a 
"bookkeeping" one, without corresponding value in fact. The 



* BxtractB from an address delivered December 6, 1913. 

t This amount Includes not only one per cent ($11,691,277 for 1913) of the 
outstanding debt, but also an allowance for interest ($48,966,620 for 1913) on the 
grand total of all redemptions prior to 1913. With these additions the "sinking 
fund balance" at the close of the last fiscal year, June 80, 1913, had reached the 
astonishing total of $869,885,041, which is, as stated aboye, wholly illusory and 
fictitious. 
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amount really has no place in these estimates, if we wish to^ 
know what the actual expenditures of the government are likely 
to be. 

Deducting this "sinking fund" amoimt, the total remaining 
estimates stand at $1,047,964,777. This remainder includes the 
Panama canal estimates, which amount to $26,326,985 and which 
may be paid from bonds if found advisable to do so. They are 
extraordinary in character, are "capital outlays" and should be 
deducted also, as is done on page 27 of the secretary's report. 
The postal service expenditure, $306,953,117, is included in the 
above total, also the reclamation fund and many trust or spe- 
cial accounts which are provided for from special revenues. 
Many of these trust funds are highly intricate and complicated 
accounts and it has been the custom of the government for 
many years to handle them, not as "trusts," but as ordinary 
revenues and expenditures, meanwhile keeping accurate book- 
account of each trust, but not attempting to separate the money 
or securities belonging to each. This has appeared to be the 
only practicable way to handle these accounts heretofore, al- 
though it has long been acknowledged that the custom was open 
to serious objection, particularly when it is desired to set forth 
a correct budgetary statement of the government's finances as 
a whole. It is at present impracticable to separate these trust 
moneys from the actual revenues of the government itself and 
therefore an absolutely true picture of the national budget can- 
not yet be drawn. 

We can approximate it, however, within reasonable limits. 
Deducting, now, the Panama canal and the postal service esti- 
mates, the remainder of the proposed expenditures for 1914-15 
stands at $714,684,675. From this sum the secretary's report 
deducts $12,684,675 more, for the stated reason that a consider- 
able part of the estimates for "public works" will not be ex- 
pended during the year but will be expended in later years. No 
mention is made, however, of similar public works of previous 
years which may be continued this year and, if so, must be paid 
out of this year's revenue. 

This fault, if it be a fault, is a matter of no material signifi- 
cance because the estimates, both of revenue and of expenditure, 
as now made, will be very considerably altered in the next annual 
report — if experience is a guide — and the final actualities of any 
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fiscal year will be found quite different from the estimates which 
have been made in previous years in prophecy of the year under 
consideration. 

I have prepared some figures on previous years for compari- 
son with 1914-15 and find the following interesting results: 
Taking the fiscal year which ended June 30, 1913 — the subject 
of the secretary's present report — I find that the actual revenue 
(ordinary) is given as $724,111,000, round figures; while the 
estimate of this revenue made by the treasury in 1912 (for 1913) 
was $711,000,000; and the estimate of this same revenue made 
the year before, in 191 1 (for 1913), was $667,000,000. The 
first (actual) is greater than the second by about two per cent, 
while the first (actual) is greater than the third by about eight 
and a half per cent, or fifty-seven millions of dollars, which 
represents the increase of actual revenue collected in 1912-13 
over the estimate of that revenue made in 1910-11. 

I have also compared the fiscal year 1911-12 on the same 
basis. The actual revenue was $691,778,000, round figures. The 
estimate of it in 191 1 was $666,000,000, and the estimate of it 
in 1910 was $680,000,000 — again a difference of four per cent, 
and one and two-thirds per cent, respectively. These results, 
you see, are pretty good guesses on the whole and the chief 
guesser in one of the divisions of the treasury department de- 
serves much credit. How he will come out next year, when the 
tremendous changes in revenue — caused by the new tariff, the 
new corporation tax and the new income tax — ^are all at work, 
remains to be disclosed. 

So much for the estimates on the revenue side of the "bud- 
get." Now, for the other side — the expenditures. We have 
seen that the total ordinary expenditures — ^which include capital 
outlays of probably $175,000,000 or more for lands, buildings, 
equipments, stores, etc. — are estimated at about $715,000,000 
for 1914-15, while the ordinary revenues are estimated at $728,- 
000,000, subject to variation of from two to eight per cent, ac- 
cording to recent years' experience. 

I have compared the actual expenditure for 1913 (June 30th) 
with the estimates of that expenditure made in 1912 and in 191 1 
and they differ by twelve millions and forty-five millions re- 
spectively. For the fiscal year 1912 the expenditure estimates 
differed from the actual by less than one million and by twenty- 
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four millions respectively, which are small percentages of the 
grand total. 

For the current fiscal year— ending June 30, 19 14 — ^the esti- 
mates made in 1912 and in 1913 vary widely. The revenue esti- 
mate made last calendar year (1912) for this fiscal year (1914) 
was $710,000,000; while the estimate for the same made this 
year (1913) is $736,000,000, a difference of twenty-six millions. 
On the expenditure side, the estimate of 1914 made in 1912 was 
$732,556,000, while as made in 191 3 it is $701,900,000. These 
differences when added together make a total difference of 
about fifty-five million dollars in the results of the fiscal trans- 
actions as estimated, and they change an expected deficit of 
$22,556,000, for 1914 (made in 1912), into an expected surplus 
of $34,100,000 for 1914, as made now. All of which goes to 
show how difficult it is to calculate or guess correctly concerning 
the revenues and the expenditures of such huge governmental 
machinery as our nation now comprises. 

Finances at the Beginning of the Nation, 1789 

Few statements are more surprising, indeed bewildering, 
than those drawn from comparisons of national financial trans- 
actions at the beginning of our government in 1789, with the 
present figures in this recent report of Secretary McAdoo. The 
earliest budgetary statement of our government was submitted 
by Alexander Hamilton, the first secretary of the treasury, on 
January 9, 1790, in a report to the house of representatives, en- 
titled A Report on Public Credit. This report included a General 
Estimate for the Services of the Current Year, as follows : 

First Budget Statement 

Esfimaie of Expenditure: 

Civil list $254392.73 

War department 155,537.72 

Military pensions 96,979.72 

Total $507,410.17 

"Provisions for the foreign department and other arrange- 
ments" 600,000.00 



Included in the "civil list" above are the "requirements for 
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the treasury department" — $25,900; of which the secretary's 
salary is stated as $3,500, and that of the "assistant of the secre- 
tary," $1,500. 

The Second Budget Statement 

On January 2, 1795, Secretary Hamilton submitted a report 
to the house entitled "Public Credit, No. 2" and in this he gives 
a Comparative View of Annual Credit, Revenue and Expendi- 
ture based on the actual receipts for the year 1793, together 
with estimated additional revenues for 1795, vie.: 

"CUMENT lEVBNUE" 

"Total permanent revenue" $4,692,673-83 

'Temporary revenue" (special duties, etc.) 1,859,626.91 

Total $6,552,300.74 

"CUMENT expenditure" 

Interest on foreign and domestic debts $3,i43,743*i8 

Expenses of civil department 475,249.53 

Expenses of military department 1,311,975.29 

Pensions 85i357.04 

Expenses of naval department 441,508.80 

Expenses of lighthouses, etc 24,000.00 

Total : $5481,843.84 

Excess of revenue beyond expenditure $1,070,456.90 

This excess he proposed to use: 

For sinking funds 608,134.64 

For yearly installments on foreign loans 200,000.00 

For increased interest and arrears 120,130.12 

Total $ 928,264.76 

Leaving a net excess of revenue $ 142,192.14 

The Thikd Budget Statement 

This was prepared by Albert Gallatin, secretary of the treas- 
ury, under an act approved May 10, 1800. The requirements of 
this act have continued to this day, and the treasury's Annual 
Report on the Finances has followed the original form laid down 
by Gallatin in 1801. His estimates of revenue and of expendi- 
ture for the fiscal year (1802) were as follows: 
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"Report on the Finances" 

Dated December i8, 1801, 

By Albert Gallatin, Secretary of the Treasury. 



ESTIMATES l^R l802 

Current Revenue 

Duties $ 9,500,000.00 

Internal duties 050,000.00 

Proceeds of sales of public lands 400,000.00 

Duties on postage 50,000.00 

$10,600,000.00 
"Temporary revenues" 3,000,000.00 

$13,600,000.00 

Current Expenditure 

Estimates for appropriations (other than debt), viz.: 

Civil $ 780,000.00 

Intercourse with foreign nations 200,000.00 

Military establishment 1420,000.00 

Navy department 1,100,000.00 

Total $ 3,500,000.00 

Demands of treaties with Great Britain and France 3,000,000.00 

$ 6,500,000.00 

Excess of revenue "available for payment of interest and 

reduction of debt" $ 7,100,000.00 

Savings of expenses by effected reductions from war prices. 200,000.00 

Total available for debt purposes $ 7,300,000.00 

Interest and annual payments on Holland debt, etc., as 

estimated $ 7,100,000.00 

Final surplus (if "savings" are correct) $ 200,000.00 
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Comparison of Appropriations of- 1790 with those of 19^4-15 

Appbofriations 

1790 1914-15 

Interest on debt $1413,043.23 $ 22,900,000.00 

Reduction of debt I453»549.I5 (i) 

Pensions 96,979.72 169,150,000.00 

Military 194,744-72 io5,937,544^ 

Naval (2) 139331,953.53 

Congress, legislative 203,167.26 (3) 63i4,772.75 

Executive \ /(4) 29,035,51820 

Judicial / \ 1,242,110.00 

V'Civil List" 234,091.86/ 

Agriculture I ] 19,061,332.00 

Library and garden / \(5) 7i8,558.75 

Ministers abroad 80,000.00 (6) 4447,042.66 

Indian affairs 20,000.00 (7) 17,608,865.06 

Public works (8) (9) 69,955,107.53 

"Permanent annual," other than Indians, 

sinking fund and interest (10) 40,179407.00 

Lighthouses 49,252.52 1,699.530.00 

Census 21,850.00 1,709,720.00 

Miscellaneous 78485.20 (11) 84,393,213.28 

Totals $3,845,532.68 (I2)$7I4,684,675.02 

(i) "Sinking fund" omitted, as it is merely a book accotmt 
of no actual value. 

(2) "Naval" of 1789 was included in "military." 

(3) Legislative, 1915, exclusive of Congressional Library 

and Botanic Garden. 

(4) Omitting "census" and portion of "lighthouses" (be- 

low). 

(5) Usually included with legislative as they are under 

control of congress. 

(6) "Foreign intercourse." 

(7) Including "Indian trust funds," "proceeds of labor," 

etc. 

(8) Included in "civil list" and in "military." 

(9) Excluding "lighthouses," given below. 

(10) Excluding "Indian trust funds," etc.; also sinking ftmd 

and interest. 

(11) Includes much which should be included in "civil list," 

military, etc., above. 

(12) Excluding Panama canal, postal service and sinking 

fund. 
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The totals are startling in their differences; 1790 being only 
a little over one-half of one per cent of the total for 1914-15. 

Comparison of 1802 with 1915 

Ordinary estimates of icxpenditure by Albert Gallatin for 

the year 1802 $ 3,584,147.18 

Estimates for interest and debt payments 7,100,000.00 

Special expenditure in fulfilling treaties 3,000,000.00 

Total for 1802 | 13,684,14718 

Total for 1914-15, as exhibited above $714,684,675*02 

A Real "Budget" 

The United States government has never had a real bud- 
getary statement of its prospective expenditures and revenues 
in detail. It has had rough estimates of its revenues and very 
detailed estimates of its expenditures, but these have never been 
presented to congress by the secretary of the treasury or by the 
president in the form of a true budget. The reasons for this 
are many and complicated, one important reason being that our 
revenue laws heretofore have looked to the "protection" of manu- 
facturing and industry rather than to revenue requirements 
solely. Now that our tariff laws have been reduced and we 
have embarked upon the troubled sea of direct income taxa- 
tion, the necessity for true budget procedure will become more 
and more emphatic with each year. 

It is time, therefore, to get a clear tmderstanding of what 
"budget procedure" is and to comprehend how it must be ap- 
plied in our government's finances. To make these difficult mat- 
ters as plain as I am able to make them, I refer to the estimates 
for the current year, which ends June 30th next. 

Please note the total of estimates is $1,110,000,000 in round 
figures. You should recognize the contrast between the amounts 
under the appropriation bills and the same totals analyzed dif- 
ferently (see page 94). Note the contrast between "military 
ftmctions" $452,000,000 (including naval and pensions) and 
"civil functions" (omitting postal service) — ^about $207,000,000. 

This contrast — ^"military" about two and a quarter times as 
much as "civil" — is sufficiently surprising, but there are still 
other factors. We may consider that the expenditures under 
the head of "general functions" apply to both civil and military 

92 



Digitized by 



Google 



The National Budget 

and that they correspond to "overhead" or "general management 
expense and fixed charges" in a business enterprise. A con- 
siderable part of these "general function" expenses is due to 
public debts contracted for military and naval requirements 
heretofore, so that the true charge to "military," as against 
"civil," should be increased by thirteen millions for interest and 
by thirty-seven millions or more for real sinking funds, sup- 
posing that the debts are to be actually paid at maturity. Charg- 
ing these to military, the remaining costs of "overhead" may be 
considered as applying equally to civil and to military — one-half 
to each — or about fifty millions more to be added to military costs 
in this country (always including "naval" and "pensions"). 
The grand total of all these military items is about five hun- 
dred and fifty millions of dollars per annum, and this is for 
military expenditures in a time of peace. In other words, out 
of a grand total estimate of about eight hundred million dollars ♦ 
for all expenditure of the current year (excluding postal service 
and Panama canal, but including true "sinking funds") the re- 
quirements for military purposes, past and present, amounted 
to about seventy per cent or $S50,ocx),ooo. 

The mere announcement of these figures is sufficient to ar- 
rest the attention of every intelligent man and woman in the 
country. Such figures cannot be unearthed by a simple read- 
ing of our present appropriation bills or from our present method 
of stating our government accounts in the annual reports of the 
treasury or elsewhere. They can be found only by careful 
analysis and re-analysis of the proposed expenditures, separat- 
ing ciinl matters from military matters and finally aggregating 
the totals. When this is done, a reasonably accurate picture of 
our financial requirements and of the various purposes for which 
expenditures are proposed, can be had. This result is one of 
the important results which will flow from the adoption of real 
budgetary analyses and statements for the government as a 
whole; as well as for each department and division of it in 
detail. 

It is evident that the public ought to be provided with such 
analyses; that congress should have them; that the president 
and the executive departments need them most of all. No gen- 



* Reduced In tiie new estimate for 1914, made recently, try about thirty mil- 
lions of dollars, or to 1770,000,000 — including sinking fund, $60,000,000. 
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eral financial policy can be intelligently entered upon — either for 
raising revenue or for making appropriations — until the details 
of preparing and aggregating estimates are planned in this man- 
ner and correctly segregated as to purposes or functions of 
government. When this is done regularly, and when sufficient 
time has elapsed for safe comparisons with the experiences of 
prior years to be drawn, then the president of this republic, 
when he reports to congress upon the "state of the Union," will 
be enabled to foresee with reasonable accuracy what revenue 
will be available and to conclude how this revenue should best 
be expended. He must give due prominence to fixed charges 
which cannot be avoided ; such as interest, trust funds, provision 
for public debt redemption, etc. Having allowed for all these 
permanent charges and for other unavoidable expenditure, the 
executive might then recommend to congress and the people 
how, in his judgment, the remaining revenue should be expended 
most advantageously, and in what general proportions this re- 
maining balance of revenue should be divided between the fimc- 
tions of government, up to that point unprovided for. Here 
he could well discuss at some length the advisability of spend- 
ing more for some purposes, like promotion of agriculture or 
commerce or education, while emphasizing the necessity for 
retrenchment in other expenditures, if a deficit of revenue is 
not to be faced. Then, if it is evident that the revenues, as 
estimated, will not provide for the expenditures which are 
deemed tmavoidable or necessary, the executive would point out 
what this deficiency of revenue is likely to be and would call 
the attention of congress to the importance of finding new sources 
of revenue to meet these conditions. 

By such means students of government and the intelligent 
public would promptly come to tmderstand the financial condi- 
tions of the nation; and then questions relating to revenue, as 
well as to expenditure, would assume their rightful importance 
and have a most salutary effect upon the average citizen, as well 
as upon our law-making and our executive departments. 

If this diagnosis is correct, we may well wish that the day of 
the true budget will soon dawn. 
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Budget ot the United States o^ America 

CLASSIFIED BY PURPOSES OF EXPENDITURE, FUNCTIONS OR ACTIVITIES 

1. Military Purposes. (Including Naval.) 

Defense by land $ 102,556,165 

Defense by sea 146,615,092 

Pensions, reitrements, veterans' homes, etc. 203,394^08 

$ 452,566,06s 
Interest and sinking-fund provisions relating to Public 

Debt for military purposes 50,000,000 

Total, military purposes 502,566,065 

2. Civil Purposes. 

Providing facilities for transportation: 

Panama Canal 30,174432 

Rivers and harbors 56,766,992 

Other 29,903,114 

Total, facilities for transportation $ ii6344,538 

Promotion of welfare of — 

Agriculture, forestry, etc 37,372,040 

Indians, and other Wards of the Nation 14,018,907 

Public health 7^17,342 

Education, recreation, etc 5,736,545 

Medium of exchange, coinage, currency, etc 4,584,555 

Laboring classes, Dept. of Labor, etc 4,372,805 

Foreign relations, etc 4,341,688 

Commerce and banking regulation 3,023,659 

Defectives, dependents, etc 2,622487 

Patents and cop3a'ights 2,242,691 

Meteorological research, etc 1,712490 

Trading, mining, etc 930,439 

Census, etc 765,06b 

Standards of measurement, etc 612,395 

Total, civil purposes * $ 206,997,641 

Postal service $ 276,983.944 



3. General Purposes ("Overhead," fixed charges, and 
management). 
Executive : 

General direction and control: 

The Executive Office 199,040 

General accounting and auditing (Treasury) 1,947,010 

Civil Service and other commissions 690,075 

Total, "general direction," etc $ 2^26,125 

• Excluding "postal service payable from postal revenues." 
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Departmental administratioii 2oJ&i3jBg2 

Administration of the finances: 

Interest on public debt 22J860JO00 

Sinking-fund provisions 60,685,000 

Other ... /•:/:.•• 17,945,273 

Operation and mamtenance of offices, buildings, 

grounds, etc 21,265,902 

Supplies, purchased and manufactured 553,527 

Reference purposes, Congressional Library 593,300 

Distribution of documents 251424 

Other 33,300 

Detection of crimes, legal advice, etc 335o390 

Total, executive (general purposes) $ 151,696,653 

Legislative : 

The Senate, House, Joint Committees, etc 8,660,366 

Judicial : 

Supreme Court and other U. S. courts 5,741,313 

T0TAI<, GENESia PUKFOSES $ 166,098,312 

Less: Interest and sinking-fund for military purposes, 

included in "I" above 50,000.00a 

Net total, general purposes $ 116,098,312 

4. Contributions to Locai, Government. 

District of Columbia and Territories $ 7,978410 

Total, all purposes $1,110,624,372 

* Uzdudlng "postal serrice payable from postal rerennee." 
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Savings Bank Audits 

By George L. Bishop, C. P. A. 

Savings banks, so-called, may be divided into two classes: 
first, the private savings bank, which is owned by shareholders 
who receive the profits earned by the use of the depositors' 
moneys after the payment of the usual and ordinary expenses 
of the bank and the interest paid to depositors according to the 
agreement entered into with them by the bank; in the east this 
form of savings bank is not common, its place being taken some- 
what, by the savings department of trust companies and state 
banks; while the second class, the mutual savings bank, has 
thrived in the older sections of the country ; is deservedly popu- 
lar, and is a tremendous factor in the development of the com- 
munity wherein it is located. 

Properly speaking, savings banks do not conduct a banking business, 
and such institutions are not banks in the strict sense of the word. When 
a man makes a deposit in a commercial bank he intrusts the funds to 
it for its own use. It makes him its creditor. He is entitled to no 
increment from the use of the funds unless the bank has agreed to pav 
him interest, and has only a claim upon it for the amount due him. A 
savings bank takes deposits not for its own use, but for safe keeping and 
the sole use and benefit of the depositors. The prime consideration is 
safety, not profit or income. * * * The entire increment over and 
above the expense of management belongs to the depositors. There 
may be a surplus fund accumulated as security against the deprecia- 
tion of investments or other contingencies, but this remains the property 
of the depositors, and is for their security. It is in no sense "undivided 
profits" of the bank* 

It is with this second class, or the mutual savings bank, I 
purpose to deal in this article. 

The general idea of savings institutions owes its origin to 
Samuei. WhitbrEd who, in his long speech before the house 
of commons in the year 1807, pointed out the way by which the 
savings or surplus earnings of the working classes might be 
conserved, protected, and increased for their benefit. The idea 
spread rapidly in Great Britain, and considering the means of 
communication between the countries at that time, was quickly 
taken up in America. 

The history of these institutions portrays the progress of 



• Tlie Modem Bank. PiSKi. 
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communities, marking the thrift and frugality of the people, and 
by their development adding to the wealth of the country far 
beyond that ever added to any nation by conquest of arms. There 
is no better barometer of business conditions than the record of 
deposits in these banks. These banks are rightly considered as 
"sacred institutions" and every safeguard which may be thrown 
around them to protect the interests of the depositors should be 
the first thought of our legislators; and for such protection, 
Massachusetts and a few other states have enacted laws requir- 
ing the auditing of savings banks by certified public account- 
ants. 

The first mutual savings bank in this country, if not in the 
world, was chartered in Massachusetts, December 13, 1816, 
under the title, which has continued to the present day, of "The 
Provident Institution for Savings in the Town of Boston." Al- 
though the Philadelphia Savings Fund Association began to re- 
ceive deposits a month or two before the charter was granted to 
the Provident Institution, it did not receive its charter until after 
the Provident Institution had been chartered by the state of 
Massachusetts. 

On October 31, 19 12, The Provident Institution for Savings 
in the Town of Boston reported assets of over $51,000,000.00, 
with 104,476 depositors, having an average account of $475.06. 
The income for the year is reported as $2,123,678.00. 

The largest mutual savings bank in the United States is the 
Bowery Savings Bank of the City of New York, having assets 
of over $100,000,000.00, although the original charter of this 
bank limited its deposits to $500,000.00, because it was then 
thought that a sum larger than that could not properly and 
safely be invested. 

At present there are some 640 mutual savings banks in the 
United States; in the New England states 420, or about two- 
thirds of the total number of these institutions in operation; in 
the middle eastern states they number about 200; in the middle 
western about 20; with one each in West Virginia and Califor- 
nia; the total resources of these 640 banks being about three 
and a half billions of dollars. Of the 400 banks in the east, 
194 reported to the banking department of the commonwealth of 
Massachusetts on October 31, 1912, assets of over $900,000,- 
000.00; the 2,200,900 accounts averaged deposits of $381.04. 
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The gross income of these banks for the year was $39,201,- 
251.00. The ordinary dividends averaged 3.91%, calling for 
a division of $30,514,820.00. 

These figures are quoted to present some idea of the magni- 
tude of the business transacted by these mutual institutions and 
of the tremendous amount of money which may be represented 
by the small savings of the people. 

In Massachusetts twenty or more persons may receive a 
charter from the state for the organization of a savings bank, 
to receive savings deposits and to invest them. These corpora- 
tors are a self-perpetuating body; they elect their own succes- 
sors, the president of the bank, and the trustees who are the 
active managers or directors of the bank. (The depositors, as 
such, have no voice in the election of officers or in the manage- 
ment of the affairs of the bank.) The trustees elect the treas- 
urer and other officers of the corporation, the investment com- 
mittee which really is an executive committee, and the auditing 
committee whose duty it is to see that the affairs of the bank 
are honestly conducted. 

It is interesting to note in this connection that the trustees 
of the first bank chartered by the state agreed to give their services 
for the promotion of the interests of the institution without 
remuneraion, and this practice has continued down to the 
present day. 

The law carefully designates the manner of investing the 
deposits, and only high class investments, which after thorough 
investigation have been passed upon by the bank commissioner, 
may be held by the bank. Investments consisting of first mort- 
gages of real estate, government, state, and various municipal 
bonds, the bonds of certain high class railroad and other public 
utilities may be held, and' loans with collateral and loans with 
personal security approved by the investment committee may be 
taken. 

In Massachustees the only stocks which may be held are 
those of banks located in the New England states and incor- 
porated under the authority of the United States, or the stock 
of a trust company incorporated under the laws of and doing 
business in this commonwealth. 

A sum not more than five per cent of the deposits and not 
exceeding $200,000.00, with the approval of the bank commis- 
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sioner may be invested by a bank in the purchase or construc- 
tion of a suitable building for the transaction of its business. 

A savings bank may hold real estate acquired by the fore- 
closure of a mortgage but all such real estate must be disposed 
of within five years after the title has become vested in the 
bank. It may hold stocks and bonds or other securities ac- 
quired in settlement of indebtedness, but such securities must 
be disposed of within five years after being acquired, except 
that upon petition of the board of investment, and for cause, the 
bank commissioner may grant an additional time for the sale 
of such securities or properties. 

In addition to the annual examination made by the bank com- 
missioner's department, which is an examination for the pur- 
pose of ascertaining the condition of the bank at a certain date, 
the law requires that: 

At the first meeting after their election the trustees shall appoint 
an auditing committee of not less than three trustees, of which com- 
mittee neither the treasurer nor more than one member of the board of 
investment shall be members, who shall at least once during the twelve 
months following their appointment, and oftener if required by the 
commissioner, cause to be made at such time as the commissioner may 
determine, in such form and manner and by such certified public ac- 
countant not connected with said bank as shall first be approved by the 
commissioner, a thorough examuiation and audit of the books, securities, 
cash, assets, liabilities, income and expenditures of the corporation, in- 
cluding an accurate trial balance of the depositors' ledger, for the period 
elapsed since the preceding examination and audit, or for such other 
period as the commissioner may prescribe. The said accountant shall 
personally direct and supervise the making of said examination and 
audit except that, with the consent of the commissioner, he may verify 
a trial balance of the depositors' ledger made by the bank within six 
months, and with the consent of the commissioner, such assistance as 
shall be necessary may be furnished by the bank The accountant shall 
report to the auditing committee the result of his examination and audit, 
and at the next meeting of the trustees thereafter the committee shall 
render a report which shall be read, stating in detail the nature, extent 
and result of the examination and audit, and their report and the 
accountant's report shall be filed and preserved with the records of the 
corporation. The committee shall file with the commissioner a copy of 
the report of the accountant within ten days after its completion. The 
certified public accountant and the auditing committee shall certify and 
make oatn that the reports made by them under this section are correct 
according to their best knowledge and belief. If the committee fails 
to cause to be made an examination and audit, including an accurate 
trial balance of the depositors' ledger as herein provided, the commis- 
sioner shall cause them to be made by a certified public accountant in 
such form and manner as he may prescribe, and the expense thereof shall 
be paid by the bank. 

The foregoing section of the law was placed upon the stat- 
ute books in 1910. Before that time few of the banks were 
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examined by accountants. The examinations made by the bank 
commissioner and by the auditing committees were depended 
upon for proof of the accuracy of the transactions entered upon 
the books. The difficulties experienced were so few and so far 
between that the depositors felt assured that their interests were 
being safeguarded in every particular. 

Early in January of 1910 the people of the state were startled 
by the disclosure of a serious defalcation in one of their "sacred 
institutions," a defalcation which had continued over a long 
period of years and which reached the enormous simi of over 
$350,000.00, making, with the loss of earnings on the sums 
wrongfully diverted, a total loss to the depositors of that bank 
of over half a million dollars. 

Coming at a time when the legislature was in session the 
matter received the attention of that body. According to a pro- 
vision of law giving authority for the examination of savings 
banks and their officers by a committee of the legislature ap- 
pointed for that purpose, a committee was appointed to inquire 
into the circumstances surrounding this def jdcation ; to reporf 
to the general court the extent of the defalcation, the times when 
such wrong doing may have occurred, the methods used by the 
defaulter to conceal his acts, and, further, to report such amend- 
ments to the law as would prevent a recurrence of such loss 
to depositors. 

The committee, among other amendments, reported the pro- 
vision for the auditing of these banks by certified public ac- 
countants as set forth in the foregoing extract from the law, 
and this requirement is in force today, although in 1912 the 
law was further amended so that now when requested by the 
auditing committee, the bank conmiissioner may make such ex- 
amination and audit of the books, securities, cash, assets, lia- 
bilities, income and expenditure of the bank ; the expenses of the 
audit to be borne by the bank. 

All the examinations made by certified public accountants 
within this state are under the direct supervision of the bank 
commissioner who, upon approving the appointment of an ac- 
countant by the auditing committee, issues to him a circular 
letter of instructions and furnishes a blank report form upon 
which to make the report of the examination; and the depart- 
ment is in very close touch with all the work performed by 
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the accountants of the state in the examination of the savings 
banks. We are safe in stating that to the best of our knowledge 
and belief the interest of the depositors of the savings banks in 
the commonwealth of Massachusetts are protected to the utter- 
most. The instructions of the bank commissioner properly 
followed make for the complete audit of the transactions of the 
savings banks. 

In what follows it is largely to be assiuned that adherence 
to the requirements of the laws covering savings bank invest- 
ments, duties of officers, and the general business of the bank 
will be tested and checked up by the bank commissioner's de- 
partment, while the accountant will make certain the accuracy 
of the transactions as recorded upon the books of account. At 
the same time, however, the accountant should have such 
familiarity with the laws and with savings bank practice as will 
enable him readily to determine, independent of the bank com- 
missioner's investigation, that the affairs of the bank are being 
continued along proper lines, and in conformity with the rules 
and regulations laid down for their government. 

The system of accounts in savings banks is not at all compli- 
cated. The main books of record consist of : 

A General Ledger which contains all the accounts, excepting, 
of course, the accounts with depositors, the controlling account 
for which is contained within this ledger; 

A Cash Book which may show colunms under appropriate 
headings for the active general ledger accounts and which often 
contains journal entries; 

A Journal which may be used only for true journal entries or 
which may be used as a stmimary of transactions from the cash 
book. 

A Record of Deposits and Payments which, in the smaller 
banks are termed the counter books, the deposits being entered 
directly upon the deposit books in detail, showing the name of the 
depositor, number of account, amount deposited; the payments 
being entered on the draft books, showing the number of ac- 
count, the amount of the draft and the receipt of the amount 
by the depositor. The totals of the deposit and draft books are 
carried daily or monthly to the cash book. 

In the larger banks the deposits and payments may be made 
by means of deposit and draft tickets or slips which are filled 
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out by the depositor and entered by the tellers upon their records. 
These records diflFer in form, some of them being loose-leaf books 
for deposits and payments, the slips being sorted according to the 
ledgers and entered upon the record according to such divisions, 
in order that the controlling accounts for each ledger may 
readily be made up. One form with which the writer is some- 
what familiar consists of sorting the slips according to the 
ledgers and summarizing the amounts of deposits and payments 
by the use of a split key-board adding machine which lists the 
number of account, the amount of the deposit or payment, taking 
a total for each ledger ; the grand total of the day's work being 
carried into the cash book. 

An Investment Register showing the investments made by 
the bank, grouped according to classes and following the in- 
terest dates. 

A Loan Register showing number of loan, name of borrower, 
amount of loan, rate, and ordinarily entered according to in- 
terest dates, with columns for entering payments of principal 
and interest, and usually arranged to carry the transactions of 
two or more interest periods. 

Depositors' Ledgers which run numerically, each deposit ac- 
count being known by number, and carried either in bound books 
with from two to six or more accounts to the page, in loose 
leaf ledgers, or upon the familiar card ledgers. Depositors' 
ledgers usually have columns for deposits, payments, and balance, 
the new balance being entered after every transaction; the in- 
terest credited to the account, if entered in red ink, shows plainly 
enough this transaction. 

Insurance Records in various forms showing the covering 
of mortgaged properties. 

Investment Committee's Minute Book showing the record of 
the loans examined and passed upon by this committee. 

Trustees^ Minute Book, htirtg a record of the doings of that 
board. 

A Collateral Record showing the collateral deposited against 
loans and the value of the items. 

The form of statement of condition or general trial balance 
which the accountant is expected to draw off, prove, and report 
to the bank commissioner is given below : 
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Mass., 191 . . .. 

To the Auditing Committee of the 
Saving Bank. 

I hereby certify, that, in accordance with the requirements of law 
and the instructions given by the Bank Commissioner in his circular 
letter No. 123, I have made a thorough examination and audit of the 

affairs of the Savings Bank of 

for the period beginning 191 . . ., and ending 191 ... ; 

that to the best of my knowledge and belief, the transcript of general 
ledger balances shown below truly exhibits the financial condition of the 
bank as disclosed by its books at the time stated, and that the annexed 
report, schedules and statements are true and correct. 



COMMONWBAI^TH OF MASSACHUSETTS, 
SS. 



Certified Public Accountant. 

f Subscribed and sworn to before 
me this day of. 



.191.. 



Savings Bank of 

Transcript of General Ledger Balances at the close of business 191. 



AS8BT8 


1 


LIABILITIB8 


9 


1. Public Ponds, Bonds and Notes, 




1. Deposits. 




S. Rallfoad Bonds and Notes. 




2. Guaranty Fund. 




8. Street Railway Bonds. 




8. Profit and Loss. 




4. Boston Teiminal Co. Bonds. 




4. Interest. 




C Bank and Trust Co. Stocks, 




6. Discount and Interest prepaid. 






6. Suspense Account, 




T. Securities acquired for debts. 








8. Loans on Real Estate. 




7. Rent, 




9. Personal Loans to: 




9. Bills Payable. 








10. Other UabiliUes. glTlng items: 




i. Corporations. 




a. 




a Mass. Public Serrice Corporations. 




h. 




A Railroad Corporations, 








e. Collateral Loans on: 








1. Plrst Mortgages of Real Bstate. 








2. Bonds and Notes. 








8. Books of Savings Banks. 








4. Railroad Stock. 








6. Ufe Insurance Policies. 








8. Other Securities. 








10. Real BsUte by foreclosure. 








IL " " in poesession. 








18. for banking purposes. 








18. Bzpense Account. 








14. State Tax 








If. Taxes and Insurance paid on Mort^ 








gaged Properties. 








16. Premium Account. 








17. Furniture and Fixtures, 








18. Suspense Account. 








18. Other AsseU. giving items: 








80. Deposits in Banks and Trust Cos.. 








21. Cash and Cask Items. 








Total Abskts. 


» 


1 



The audit should be started either at the close of a day's 
business or at the opening of business in the morning, prefer- 
ably the former, since beginning the examination at the close 
of business and proving the cash and the transactions of that 

104 



Digitized by 



Google 



Savings Bank Audits 

day will disclose any diflFerence which may exist before the 
staff has had an opportunity of correcting their work, and 
aflFords the accountant a better idea of the accuracy with which 
the transactions are handled than can be had by starting the 
examination at the opening of business. 

Upon entering the bank the accountant should take posses- 
sion of the cash, securities, collateral, mortgage notes, etc., 
sealing such items as he may not be able to examine at once and 
keeping them under seal until the statement has been proven. 
When the securities, collateral, etc. are deposited in safety de- 
posit vaults outside the bank the boxes should be ordered sealed 
until released by the accountant. While the counting of the 
cash is progressing a member of the staff should draw oflF a state- 
ment of the bank as at the opening of the bank that day. The 
form may be provided beforehand and this working sheet should 
have columns for entering the day's transactions, with the bal- 
ance at the closing of the day's business. 

The cash should first be "sized up or proven in bulk" and the 
total reconciled with the amounts called for by the cash book 
after adjusting the day's transactions, when the packages of bills 
may be proven to such an extent as may be considered necessary 
by the accountant in charge. Where one dollar bills are put up 
in packages of twenty-five, if the accountant wishes to prove 
these packages, there is not the slightest objection to his doing 
so. 

All cheques found on hand should be listed and deposited by 
the accountant in a depository bank with instructions that he 
be notified in case any of the items are returned for any reason. 
All cash memoranda, expense bills or other items carried as 
cash should be listed and the propriety thereof established. 

Depository banks should immediately be requested to send a 
statement of account, with vouchers, to the accountant in care 
of the bank, and the transactions with the depository banks for 
the period should be checked to such extent as the system in use 
and the circumstances may make necessary. The accountant 
should see that the deposits with other banks do not exceed the 
limits fixed by law. 

The footings of deposit and payment records should be 
proven for the period under examination, and the totals checked 
to the cash book. Where deposit and payment slips are used 
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the method of accounting for deposits and payments should be 
examined carefully and the entry of the amounts from these 
slips to the summary sheets tested in such a manner as the ex- 
perience of the accountant will indicate to be necessary. 

In a bank of any size the mortgage notes are usually placed 
in one file, or series of files, and the mortgage deeds and insur- 
ance policies in another file. The usual method is to enclose the 
mortgage note in a cover or "skin" showing the number of loan, 
the name of mortgagor, the amount of the loan, with the date 
and amount of payments of principal. The total of the loan 
should be listed on an adding machine from the amount shown 
upon the "skin" and if all entries of payment of principal have 
been made upon the "skin" the total should agree with the 
amount of the loan called for by the statement. The total hav- 
ing been proven, the notes should be examined in detail and the 
payments of principal and interest as shown by the endorse- 
ment on the notes checked to the loan register. At the same 
time the amounts on the adding-machine tape should be checked 
as each note is examined, so that when the notes have been 
checked to the loan register the accountant will have in his 
possession a record of having examined all the notes called for 
by the statement. In the smaller banks if there is no satis- 
factory loan register, it is well to construct such a record which 
should remain in the possession of the accountant. The use of 
this record will enable him to follow the loan in detail upon 
subsequent examinations with the certainty that every item is ac- 
counted for. 

The entries in the register for the period should be checked 
to the cash book. 

Advances on "construction loan" should be vouched by re- 
ceipts of the borrower or by means of cancelled cheques when 
no receipts have been taken. 

When the loan is being examined the overdue items should 
be listed, the list showing loan number, borrower, location of 
property, amount of loan, rate, date paid to, and amount over- 
due. 

When no register is used the items must be checked directly 
to the cash book. 

Occasionally endorsements will be found that are not en- 
tered upon the register and entries upon the register or cash 
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book not endorsed upon the notes. Such errors should be 
brought to the attention of the proper official of the bank and 
the record completed before the loan is released. 

It will be understood that an examination of the mortgage 
loan is not complete unless the items are verified by correspond- 
ence with the borrowers, but this rarely is done by the account- 
ant. 

In Massachusetts the bank commissioner's department dur- 
ing the years 191 1 and 1912 verified all of the outstanding mort- 
gage loans held by the savings banks of that state, and the com- 
missioner reported that surprisingly few differences were found 
to exist. In Massachusetts the mortgaged properties are re- 
quired to be revalued every five years, but this the accountant 
need not follow. 

The mortgage deeds should be examined, the transfer of title 
to the bank should be in proper form and the instrimient should 
bear the endorsement of the registry of deeds showing that the 
mortgage has been duly recorded. Any deeds for recent loans 
which may not be on file should be proven by correspondence 
or by visiting the registry. 

Insurance policies should be examined to see that the assign- 
ment to the bank is in order and that the total amount of in- 
surance on any one loan is at least as great as the amount of the 
loan, and of those items whereon the insurance may appear short 
inquiry should be made as to whether or not the bank is pro- 
tected. It may be that the greater value is upon the land covered 
by the mortgage. The examination of mortgage deeds and in- 
surance policies may be made by the auditing committee, but 
where this is done that committee must report the result of the 
examination and the accountant should note this fact in his 
report. 

The personal loan is divided into several classes as shown by 
the foregoing statement of condition. 

The notes should be listed for proof of total in the same man- 
ner as detailed for the mortgage loan, and after the total has been 
agreed with the statement, the notes may be checked against the 
loan register and the transactions followed through to the cash 
book. The collateral deposited against loans should be examined 
and checked against the collateral record and listed for future 
reference. Whether or not the accountant is to prove the value 
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of the collateral should be decided by the auditing committee. 
The collateral should be verified by correspondence. Where 
the loan is made to brokers some accountants visit the brokers' 
offices and verify the collateral, but it seems to me that the ac- 
countant should have in his possession a record signed by the de- 
positors of collateral. Verification letters may take somewhat 
the following form which has been found to be satisfactory in 
our practice : 

Boston, Mass 19 

Dear Sir: 

We are making an examination of the accounts of 

and find among its assets a note executed by you and supported by a 
deposit of collateral. 

Will you please inform us, using annexed sheet, 

(1) The date of loan. 

(2) The amount of loan. 

(3) The collateral deposited by you. 

The examination now being made is the regular one required under 
the laws of the State, and this notice does not affect your loan in any 
way. The information is asked for only to enable us to verify the entries 
upon the books of the bank and by giving the above information you will 
aid the work. 

Enclosed is stamped envelope for your reply, and your early attention 
will be appreciated. 

Yours respectfully. 



To 

No 

19.... 

To Storer, Rand & Bishop, 

59 Temple Place, Boston 
Dear Sirs: 

Answering your inquiry of we hand you the 

following memorandum of loans and collateral with the 

I 

2 

3 



Signed 



Corporations desiring to borrow from savings banks in 
Massachusetts are required to have their books audited by an 
accountant approved by the bank commissioner, and loans of 
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this class must, of course, be supported by the report of the ac- 
countant of the corporation. 

Another class, of personal loan, and one which to my mind 
should not be permitted to be taken by savings banks, is what 
is ordinarily known as "three-name paper," that is, loans made 
to three or more individuals without further security than their 
credit standing. These loans should be verified by correspond- 
ence with the borrowers. In some banks it will be found that 
such loans are continued from year to year, and where so con- 
tinued the accountant should call such loans to the attention of 
his committee that they may take such action as may seem neces- 
sary. 

The bonds and stocks carried as investments should be ex- 
amined and listed by the accountant. This list should show the 
title of the security ; if a bond, its due date, the rate of interest, 
the par value and the book value against each item, with suffi- 
cient space to enter the market value against each item in case 
the committee desires the accountant to calculate such value as 
of the date of the examination. At the time of the examination 
of the securities the par value only may be secured, the book 
value to be procured from the records of the bank. This list 
should be checked to the investment register where one is car- 
ried, and all income from investments checked in accordance 
with the due dates shown by the listing; and where stocks are 
carried it is usually possible to check the dividends declared from 
broker's records which are easily procured. 

All purchases and sales of securities should be followed 
through to the cash book and should be supported by vouchers 
from the brokers through whom the transactions were made. 
It is claimed by some that the numbers of the securities should 
be taken in the listing, but, excepting in a small bank, it is doubt- 
ful if it is worth while to spend the time necessary to copy hun- 
dreds of numbers which may not again be used. 

Where securities are bought at a premium, such premium 
usually is charged directly to profit and loss and the security 
carried at par value, but where the securities are bought for less 
than par they are carried at the price paid. When the securities 
are sold the difference between the book value and the amount 
received is carried to the profit and loss account. This practice 
of writing oflF the entire premium has occasioned considerable 
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comment, some holding that the amount paid in excess of par 
value should be carried to a premium account, which should be 
amortized properly. There are some banks which carry a pre- 
mium account. Where a premium account is carried the ac- 
countant must see that it is being reduced periodically along 
proper lines. In general, reducing the premium by dividing it by 
the number of interest periods which it has to run and charg- 
ing this installment off at every half yearly closing is well 
enough — is a simple method and much more readily under- 
stood than scientific amortization. 

If the bank holds any securities taken for indebtedness, these, 
of course, will be examined and listed and the income therefrom 
proven in the same manner as for regular securities. 

A separate account should be carried with each parcel of 
real estate by foreclosure and in possession. The deeds and other 
documents relating to the transfer or buying in of such estates 
should be examined carefully to see that the title properly is 
vested in the bank. All expenses of maintenance, taxes and in- 
surance should be supported by proper vouchers and if the prop- 
erties produce income, this should be verified and checked into 
the accounts. Usually the expenses and income on such prop- 
erties are carried through the cash book to the profit and loss 
account, but in some instances the items are carried to a general 
account of "expenses and income on foreclosed property" which 
is afterward closed out to profit and loss account. The assessed 
value of the estates held under foreclosure should be ascertained 
and listed by the accountant for his report. 

All charges for maintenance, etc. of bank building should 
be supported by proper vouchers and if any portion of the build- 
ing is rented the income from such rental should be verified. 
These transactions are often covered into an account entitled 
"income and expenses, bank building," which is closed regularly 
to profit and loss account, or may be carried through the cash 
book directly to profit and loss. When there are safe deposit 
vaults connected with the bank the income from rent of boxes 
should be proven. 

A regular charge should be made against the expense account 
for the bank's proportion of rent of the banking building, which 
amount will usually be determined by the executive committee 
of the bank. In nearly every instance the value of the bank 
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building is carried upon the books at less than the assessed valua- 
tion of the property and the item of depreciation is rarely con- 
sidered. In no case should income from the bank building be 
used to reduce the building account. 

Furniture and fixtures will probably be carried at a very 
conservative valuation, if shown at all, but where such acocunt 
is carried it should be seen that the value is reasonable and that 
depreciation is cared for. 

The trial balance required shows "other assets/' and if there 
are any items carried which may not fall under the regular classi- 
fications, they must be entered under this caption. 

Occasionally some little study will be required to determine 
where to classify certain items which may be found among the 
assets of these banks. The writer remembers well an argument 
of the staff as to the classification of the assets of one bank. In 
examining the expense account we found a voucher for killing 
a black bear and for preparing the hide thereof for a rug for the 
private office of the bank. The assistant checking the expense 
account was willing to pass this voucher as an expense item, but 
immediately propounded the question as to the classification of 
the item had we arrived for the examination before the killing 
took place I 

The expense account should be supported by satisfactory 
vouchers, and it is not customary to show any analysis of this 
account. The expenses run so evenly from period to period that 
any marked increase or decrease may readily be noted, and in 
such event if desired * by the committee the accountant may 
analyze the account, separating it into such divisions as may 
be required for the purposes of the committee. 

I have already given a sketch of the depositors* ledgers, and 
now come to the verification of practically the only liability of 
the bank. 

The total amount due depositors will be shown by the control- 
ling account in the general ledger, and this amount may be veri- 
fied by drawing a trial balance of the individual accounts as of 
the date of the examination. In the larger banks where the 
system of control is satisfactory and the duties of the clerks are 
so arranged that proper internal check is carried, the drawing off 
of such a trial balance by the accountant or the checking of one 
already prepared by the staff of the bank is about all that is 
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usually done towards providing the amount due depositors. 
Some accountants check the trial balance as of the beginning 
of the period simultaneously with the checking of the balance 
at the close of the period, thus making certain that the balances 
agreed with the controlling account at both times. 

It is seldom that the trial balance of the depositors' accounts 
will show the account numbers, and where card ledgers are 
used and the account numbers are not shown upon the trial bal- 
ance tapes, a memorandum should be made of the missing num- 
bers and they should appear in the closed account file. 

In the examination of the smaller banks the use of the five- 
column trial balance has been found of service. The five- 
column sheet carries balance at the beginning of period, deposits, 
payments, dividends, and balance at the end of period ; the totals 
of these columns agreeing with the totals shown by the general 
ledger, proving the accuracy of the work for the period. 

Where such trial balances are prepared by the staff of the 
bank, the footings should, of course, be proven, even though 
the work has been done on the adding machine. 

While the law contemplates but one deposit in a bank from 
a person and limits the amount of such deposit, it is not uncom- 
mon to find deposits taken of a larger amount than allowed, or 
one person with more than one account in a bank. This latter 
condition is not easy to follow since it is impossible to keep in 
mind the names of depositors, and it will not be noticed except 
where two or more accounts of the same name are posted side 
by side on the ledger, or on following cards. How far the 
accountant should go in reporting such occurrences must be 
determined by the facts of each case. 

In Massachusetts the dividend is declared semi-annually, and 
according to law it is from income which has been earned and 
which has been collected during the six months next preceding 
the date of such dividend. Ordinary dividends are not to exceed 
two and one-half per cent on all amounts which have been on 
deposit for the six months last preceding, or one and one-fourth 
per cent on all amounts which have been on deposit for the 
three months last preceding. The dividend sheets should be 
checked to the individual accounts and the total reconciled with 
the amount charged against interest for the period, and where 
the law requires any amount to be set aside for guarantee or 
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reserve fund before the payment of each dividend, it should be 
seen that this requirement has been complied with. 

All charges to interest accounts should be carefully examined 
and properly established. 

The receipts and payments having been checked from the 
subsidiary records to the cash book as shown in the foregoing 
pages, the footings of that book should be proven for the period 
and the balance agreed with that shown by the statement. Where 
the cash book is posted directly to the general ledger all such 
postings should be checked. Where the cash book entries are 
summarized in the journal the journal entries should be checked 
from the cash book, the footings proven and the summaries 
checked to the general ledger. 

It should be seen that all postings in the general ledger have 
been checked and a trial balance should be drawn off, which, 
when summarized, should agree with the statement worked 
against during the examination. In addition to the general 
accounts with investments, the general ledger usually contains 
the detail of the securities, from which the book value of the 
items may be procured, and the total agreed with the statement. 

The transactions in the profit and loss account during the 
period should be examined and proven and a detailed transcript 
of the account for the period under examination should be 
drawn off. 

The minutes of the investment committee should be examined 
to see that all new loans, purchases or sales of securities have 
been passed upon by that committee. 

In Massachusetts the accountant is required within ten days 
after the completion of the examination to deliver a report in 
duplicate to the auditing committee, one copy to be forwarded 
by the committee to the bank commissioner. 

This report shows a trial balance of the general ledger as 
hereinbefore set forth, and the accountant is required to report 
how he has covered the various items upon the trial balance 
during his examination, including in the report a statement of 
all overdue interest and a transcript of the profit and loss ac- 
count, with such other statements or memoranda as the case 
may seem to require. In general, the supplementary statements 
show a list of the stocks and bonds and other securities owned 
by the bank, exhibiting the par and book value, and in some 
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cases the market value; a list of the collateral loans with the 
collateral deposited against each loan; and a list of the "three 
name paper" or other personal loans showing the name of the 
borrower and sureties. 

The programme, herein laid down should constitute a com- 
plete examination with the exception, of course, of the proving 
of the depositors' accounts, an absolute proof of which may only 
be had by calling in all the pass books or by correspondence with 
the depositors. It is only in exceptionable cases that this ex- 
treme measure is carried out. 

The depositors' books are required by law to be verified 
every three years. Notice of the verification period is ad- 
vertised in the daily papers, and many banks employ a tem- 
porary clerk whose sole duty it is to verify the pass books against 
the depositors' accounts. 

In Massachusetts savings banks may undertake the business 
of life insurance, the object being to eliminate the agent and 
house to house collection of premiums of the old line industrial 
insurance system. These banks may establish agencies for the 
collection of premiums in mills, factories, or other places, or, 
if desired, employees may authorize the employer to deduct the 
amount of the premium from the pay roll and to pay the 
premitun once a month to the bank, and if a policy holder has a 
savings account in the bank he may authorize the savings de- 
partment to pay premiums from that account. Although this 
system was established under the acts of 1907, only four banks 
have undertaken the business of writing life insurance, and 
since the departure is practically a small one and is not to be 
found outside of Massachusetts, it is not considered worth 
while here to enter into any programme, for the audit of the 
insurance department. 
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Accounting and Auditing as Related to Credits 

By H. Ivor Thomas, C. P. A. 

Before taking up the relationship of accounting and audit- 
ing to credits it will be well to review briefly the nature of 
credit, its scope and requirements, to determine what features 
should be provided for in a credit accounting system. In the 
early days of barter and exchange trades were made by inter- 
change of commodities, and theoretically this is true to a cer- 
tain extent with regard to international commerce, where the 
diflFerence in amount of commodities interchanged is known as 
the balance of trade. The growth of trade gradually made it 
impossible to adjust balances in products and commodities, and 
another medium of value had to be developed. Money came 
into use. With the growth of transactions between individuals, 
families, tribes, these conditions appeared : dwellers in one sec- 
tion required products dealt in by neighbors some months earlier 
than they themselves might be able to make delivery of com- 
modities they wished to exchange, and in the absence of cash 
resources they were obliged to obtain what they needed on the 
strength of an agreement to deliver an equivalent value at a 
future date. Thus credit grew. 

In these days of large business, more particularly in the 
wholesale trade, only a small proportion of sales is for cash ; in 
fact nearly all wholesale business is conducted on credit, and in 
order to make business secure and to guard against losses by 
advancing credit to firms or persons who may fail to keep their 
promise it is necessary to establish credit ratings for buyers in 
order to guard against such loss. 

The proper collection and allocation of the information neces- 
sary to establish credit rating is of sufficient importance to the 
wholesale house to justify the creation of a department, the 
business of which is to gather details of credit information con- 
cerning its customers; and upon this department, or its head, 
rests the responsibility of deciding what credit, if any, shall be 
advanced to new customers, or what steps shall be taken to 
shorten a previous line of credit. 

Before referring to the nature of the information required 
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and the means of obtaining it, I would refer to the chief methods 
of making sales by the wholesaler. The method usually used is 
through traveling salesmen who periodically visit the retail 
traders in their assigned territory. The less generally employed 
method is through the use of the mail service, in which case the 
wholesaler depends upon catalogues or other adverstising media 
to obtain orders. The advantages of selling through salesmen 
are that the purchaser comes into closer personal touch with the 
buyer, thus often securing an order when other conditions are 
equal; that is, if prices, terms and quality of goods offered by 
two houses are practically the same, the order may be given to 
the house which has established a personal connection. A sales- 
man can in many instances get information regarding a cus- 
tomer's credit and general standing in the community that will 
be of value to the credit manager. He may be instrumental in 
selling a larger bill of goods than the retailer would buy if 
ordering from a catalogue, because he is trained by coming into 
contact with a large number of houses to estimate the probable 
needs in a district with more certainty of success than the re- 
tailer himself. 

On the other hand, selling goods by mail has an advantage 
in that the wholesaler knows at all times what recommendation 
he is giving his goods and what representations he is making to 
his customers, whereas he cannot always be sure of the argu- 
ments put forward by his representatives. Another advantage 
is that he does not run the risk, that sometimes occurs, of losing 
customers when a salesman severs his connection with one house 
and is able to carry with him a number of his trade. 

There are two main methods of investigating the credit 
standing of a proposed buyer, the direct or personal method, 
which involves an interview with the buyer in which the credit 
man should be able to form a reliable estimate of the person- 
ality of his proposed customer, and in the course of which he 
can ascertain through questions facts which it is most essential 
he should know ; and, when he has also an opportunity to examine 
the books. In commercial credits, no less than in the granting 
of credit by a bank, the element of personality is of vital im- 
portance. Occasions occur during times of extraordinary finan- 
cial stress, when collections will be below normal, and at such 
times credits may be extended with greater security to those 
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buyers known to be personally reliable. Where a personal 
interview is not possible, the credit man will call for a state- 
ment of his proposed customer's financial standing; and though 
such a statement is not always accepted as conclusive proof, it 
is valuable if proper weight be given to its important features, 
which are herein referred to. 

It is becoming more and more the custom to require such a 
statement to be signed by a responsible member of the firm 
to secure the most reliable information that may be obtained in 
this manner, as it brings the statement within the scope of the 
"False Statements in Writing" laws. Even so, a statement pre- 
pared in good faith may not contain all the elements necessary 
to a true statement of condition, and greater protection can be 
secured by requiring a statement certified by a professional 
auditor. 

The second is the indirect method, consisting in gathering 
information through a third party representing the credit man. 
This may be done by the traveling salesman, subject, however, 
to some drawbacks, chiefly the fact that the main interest of the 
salesman is at variance with that of the credit man; the sales- 
man's first aim being to obtain an order without reference to the 
amount of credit that it is safe to allow his customer. Many 
large firms employ an experienced man to obtain information 
of this character in person, but such method is too expensive to 
be used except in the case of large firms. The large body of 
wholesalers rely for this information on the reports furnished 
by a commercial agency reporting company; but this business 
is now almost entirely in the hands of two concerns, Dunn's and 
Bradstreet's, each of which has been in existence upward of 60 
years. Some complaints have been made with regard to agency 
reports, notably that their information lacks details and requires 
additional verification from other sources. 

One of the causes of this incompleteness seems to be due to 
a lack of willingness on the part of the smaller traders to fur- 
nish as complete information as the agencies desire. There is, 
however, a growing tendency to overcome this defect, for mer- 
chants are learning that they cannot expect to receive full and 
complete information of the business-standing of others unless 
they are willing to give similar information concerning them- 
selves. 
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To pass to a consideration of items that should be known in 
order to establish a credit rating, and the method of their acqui- 
sition: I would refer to the reports which have been endorsed 
by the National Association of credit men (where the arrange- 
ment differs to some extent from the usual accountant's report), 
as being most applicable to the purposes for which it is to be 
used. The fundamental principles of this form of report are 
the requirement of a complete segregation between business assets 
and outside assets: the object being to show clearly under the 
head of business assets all those values which are readily avail- 
able, to distinguish them from those which could not be readily 
converted to the extinction of the debt. Another valuable feature 
of these reports is that they call for the net value of accounts 
and notes. 

The accounting features necessary in a credit department 
refer to the systematic classification of the reports and the in- 
formation obtained from them, and their arrangement in such 
a way that quick reference may be made to any particular case. 
A good plan for use in this connection is to make use of cards 
of different colors, for example white, blue and red, to be used 
in the following way: Record all information of normal cases 
on white cards ; whenever it has been found necessary to refuse 
credit to a customer transfer his record to a blue card, and always 
in future keep such a record on the card to which it has been 
transferred as a reminder at a glance that there was once some 
trouble in this particular case. Then the red card may be used 
as a special sign of danger in those accounts where it has been 
necessary to place the account in the hands of an attorney for 
collection. 

A valuable statement for use in a credit department is one that 
shows creditors' accounts segregated into columns distinguish- 
ing between accounts not due and those over-due for varying 
periods of time, that is, one column may be used for accounts 
which are three months overdue, another, for those six months 
overdue and so on, such statements may be prepared as fre- 
quently as the needs of the business require. 

The credit department will obtain better results and with 
less friction if the customers' accounts are carried on a card 
system rather than in bound books because it will be easier to 
refer to individual accounts on them, than to require a large book 
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to be submitted for inspection whenever it is desired to look over 
a customer's account. A useful card to be furnished to sales- 
men is one upon which they can report such information con- 
cerning a new customer as they are able to obtain without being 
obliged to ask questions that would injure the chance of making 
a sale ; and such information can be advantageously renewed by 
them from time to time in the case of old customers. This in- 
formation should cover such items as the following: General 
condition of the business ; general appearance of the store ; con- 
dition of stock; what amount of advertising is used; are the 
clerks courteous and obliging; is the proprietor a good business 
man, and how is he regarded in his town ? These are a few of the 
questions that might be inserted on the card, and are given as a 
guide. 

The important feature of the credit business is that of col- 
lections. While the retail merchant cannot always insist upon 
the same promptness of pa)anent of accounts as can the whole- 
sale house the latter should insist upon prompt payment. When- 
ever a delay occurs in the pa)anent of an account it should be 
followed up systematically, and wherever possible before re- 
sorting to extreme measures a personal visit should be made to 
the purchaser in order to find out all the conditions, for such 
a course will sometimes disclose facts that will make it advisable 
to extend the credit beyond the normal time, and thus save the 
account. The ideal arrangement with regard to collections is to 
have them under the direct supervision of the credit depart- 
ment, as the functions of these two branches of the business are 
so closely connected that the best results may be obtained from 
this arrangement. 

We have referred to the connection between accounting and 
credits, and will pass to the relation between auditing and credits. 
The difference between accounting and auditing is: accounting 
relates to the recording of facts of commercial transactions in the 
books of account ; auditing refers to the correct reading of what 
the books of account relate. The important requisite of the 
credit man is the ability to not only analyze correctly a state- 
ment rendered to him but, also, to read accurately information 
furnished by an examination of a customer's books. In other 
words he should be able to audit a set of books and obtain the 
correct interpretation. Without such a knowledge he is in 
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danger of being misled if the report or statement be incorrectly 
prepared, and would probably fail to detect weak or unstable 
conditions which would be evident to an auditor. 

While a great deal has been accomplished in some cities by 
associations of individual trades formed for the purpose of 
exchanging credit information through a species of clearing 
house, there is still room for development of this kind of ac- 
tivity. The majority of associations of this nature furnish their 
members or subscribers information of great assistance in the 
matter of extending credit; but they usually insist upon evad- 
ing the responsibility for adverse reports, by concealing the 
names of those who furnished the reports from the other mem- 
bers. 

On the other hand, there is, for instance, in existence in 
Los Angeles an association dealing in building materials, which 
by a key system discloses to the members the source of informa- 
tion, and its members claim that this plan has been productive of 
excellent results, both in demanding publicity with regard to the 
former conduct on the part of the applicant for credit, and in the 
collection of old accounts. It would seem that this principle of 
publicity might well be extended so as to embrace associations 
covering other lines of business. 
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EDITORIAL 
A Question of Solicitation 

In a recent issue of The Canadian Chartered Accountant, 
the official organ of the Dominion Association of Chartered 
Accountants, attention was drawn to the fact that certain new- 
comers in accountancy in Canada had been guilty of soliciting 
work among the clients of other accountants. 

The matter was mentioned also in The Accountant, London, 
and astonishment was expressed that any reputable accountant 
should lend himself to a practice which is universally condemned 
by the profession. 

We are glad to see that our contemporaries in Canada and 
Great Britain are alive to the iniquity of the practice; which un- 
fortunately does prevail in some localities. It is absolutely un- 
pardonable for any accountant to endeavor to intervene between 
practitioner and client. We go even further and say that solicita- 
tion of any kind should not be countenanced ; and we believe that 
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in the not distant future the accountant who is guilty of such 
a breach of ethics will be severely disciplined by the associa- 
tions governing the profession not only in America but also in 
other parts of the world. 

Our greatly esteemed contemporary The Accountant, how- 
ever, seems to us to have conceived a wrong idea of conditions. 
We quote the following from an editorial on the subject. 

In the third place, while we can quite understand how someone al- 
together ignorant of American conditions might easily make the mis- 
take of supposing that what is regarded as legitimate in the States is 
regarded as equally legitimate in Canada, the offences of which our con- 
temporary complains are obviously such as would not be condoned by any 
professional body, no matter where siytuated. This is not merely (if the 
facts are correctly stated) a matter of distinguishing between refinements 
of American and Canadian practice, but something which should be re- 
pugnant to the good feelings of all right-minded practitioners; some- 
thing which the representatives of high-class firms ought never to 
descend to, even if it were to be sanctioned by local custom. 

We should be loath to believe that accountants in Canada or 
in Great Britain entertain an inferior conception of the ethical 
standards which should be maintained. We are confident that 
the "refinements" of the profession are as high in the British 
dominions as in the United States. Of course there are un- 
worthy members of the accounting profession in every country 
exactly as there are unworthy members of all the other learned 
professions, but it seems to us most unfortunate that a repre- 
sentative organ of accountancy should imagine for a moment that 
the standards differ in diflFerent English-speaking countries. 

While we have no wish to indulge in comparisons, however, 
we are impelled to the thought that possibly our contemporary 
may have judged a large portion of the profession by the actions 
of a small minority. 

There has been solicitation of business in Great Britain and 
in the United States, and if we were to enter into an argument 
of comparative nationalities it might lead to unfortunate and 
acrimonious discussion. But this we have no intention of doingf! 
Accountancy owes an infinite debt to the fathers of the profes- 
sion in Great Britain ; and in America especially we have always 
been ready to admit the obligation. For this reason there has 
been a readiness to overlook the practices of certain British ac- 
countants in America because it has been realized that they are 
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no more representative of the profession in the land of their 
birth than of the profession in the land of their adoption. 



Extraordinary, But is it Unreasonable? 

It required just such a man as that Detroit automobile manu- 
facturer — ^with more millions of idle cash worrying the hearts 
of Detroit bankers than the owner of them knows what to do 
with — ^to step suddenly into the limelight of the world and 
defy the economic formulae of the ages. 

This man has more than the accumulation of dollars to back 
him in what must for some time be looked upon as an experiment. 
He has had convincing experience in business; he has acquired 
the wisdom of pleasant association with employes ; he has reaped 
the rewards of the highly-skilled mechanician ; and he has some- 
what solved the problem of making one machine do the work of 
many men without disturbing the nervous system of human 
labor. He seeks broader results by means of higher wage, 
shorter hours, money bonuses, and the sociological uplift of 
those who assist him in the making of more millions. 

The natural instinct of the public has been to criticize the 
wisdom of the act, if not to question its sanity. It was so sud- 
den, so different from what the average man would do. Why 
jeopardize such a vast property, why invite ruin? Will he 
ultimately be looked upon as the one to prove himself a defier 
of the laws of supply and demand, (classifying labor as a com- 
modity), and can he meet the requirements of "artificial interrup- 
tion," such as may grow out of legislative restrictions or the 
demands of trades unions? 

Whether or not industrial conditions have been so revolu- 
tionized as to fortify the position taken by this Detroit manu- 
facturer, remains to be seen. There are those who pass over the 
sociology and the political economy of the situation, and who 
hold that the chief result may be the securing of a broadly bet- 
ter class of skilled workmen, and that therefore there will be a 
correspondingly greater and better output of finished noaterial. 
Higher wages and profit sharing should work to this advantage. 

The man who is now so prominent before the economic 
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world bluntly declares himself "no philanthropist"; and is a 
"believer in the gospel of goodwill." He cannot look upon his 
army of workmen "as chattels" because they make profits for 
him. On the contrary they are "commercial assets" upon whom 
he must absolutely depend. And his purpose is "to keep this 
army of men contented, prosperous and faithful." 

Here is bared the business quality of one of the largest 
individual employers of labor in the United States. All is so 
different from the usual relations between manufacturer, work- 
man and consumer that it is not to be wondered at that it is 
looked upon as almost unbelievable. 



Mexico's Moratorium 

President Huerta's decree of a moratorium of one year's 
duration is a rather new thing among the governments of the 
larger class in Latin America. Some of the smaller states have 
had defaulting records that are not entirely enviable, but the 
bigger ones have been fairly faithful in meeting the annual 
charges on their external debts. Yet it is not generally known 
that one of the South American states, within the past six 
months, gave the option to a foreign banking-house, which usually 
floated its loans, of either floating another at a particularly in- 
opportune time or of having a moratorium declared covering a 
period of three years. 

Whether that would have been done, or not, is a question. 
But falling prices often have the same effect on government 
finances as a prolonged civil war. 
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Income Tax Department 

Edited By John B. Niven, C.P.A. 

A further instalment of Treasury Department Rulings in connection 
with the Income Tax Act is published this month. As these rulings in- 
clude the forms for making the return of income to the government it 
may be assumed that the administrative part of the regulations is now 
fully disclosed. The matter presented is as follows: 

Ruling 1920, permits the use of the ordinary or usual business signature 
of owners of bonds, etc. or their duly authorized agents on certificates 
of ownership, and this permission is extended to certificates heretofore 
executed. The point of this ruling is that full christian names need not 
be signed. 

Ruling 1922, exempts from deduction of the tax at the source certain 
municipal district or local bonds and other obligations. This modifies, 
as to deduction at the source only, ruling 1910, heretofore issued. 

Ruling 1923, deals with a provision of the act which has been the 
occasion of much controversy, vis,: The proper application of the 
statutory exemption from net income for purposes of calculating the 
tax, of $4,000 of the income of married persons. The regulation formerly 
given, and now superseded, did not clearly define the position of the 
treasury department and this ruling has been issued to remedy the defect, 
and though it may not remove all the grounds of argument it certainly 
seems clearly to state the department's position under all contingencies. 

The ruling extends to each of the spouses the exemption of $3,000 
in cases where the husband and wife are separated and living permanently 
apart; but where they are living together the department takes the posi- 
tion that the husband and wife are entitled to one single exemption 
(amounting to $4,000) from the aggregate net income of both, and no 
more. The single or married status of a person is to be determined as of 
the time of claiming the specific exemption, if within the year of taxa- 
tion, or otherwise the status at the close of the year. 

Returns are required in every case where either the husband or wife 
separately has an income equal to or in excess of $3,000, even though the 
combined income of husband and wife be less than $4,000, and returns 
are likewise required in cases where the aggregate income exceeds $4,000 
although neither husband nor wife separately has an income of $3,000. 

The ruling also' specifies that either spouse may make his or her re- 
turn separately or may make one return for the joint incomes — advising, 
however, in event of two returns being made, that they be forwarded to 
the collector together. The ruling then proceeds to state that if the 
combined income exceed $4,000 the spouses are jointly and separately 
liable for the return of the combined income and that they are also jointly 
and separately liable for the payment of the tax. If this latter pro- 
vision is within the act, it might in certain circumstances impose an 
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obligation upon one spouse which he or she, no matter how anxious to do 
so, might be unable to meet 

Ruling 1926, allows the text of certain forms used by nonresident 
foreigners to be printed in a foreign language directly under each line 
of the English text 

Ruling 1927, extended to January 20, 1914, the time for filing certain 
monthly list returns. 

Ruling 1928, gives the official number of forms which have been pre- 
scribed by the department for the purposes therein described. Included 
among the forms prescribed are those for making return of net income 
for the purpose of having the tax assessed and these have been divided 
into eight distinctive forms — Nos. 1030 to 1035 inclusive, for various kinds 
of corporations; No. 1040 for individuals or their duly authorized agents; 
and No. 1041 for fiduciaries. As they will be constantly referred to in 
the future, these forms, together with the instructions appended to each 
of them, are also published in this number of The Journal of Agoount- 
ANCY in reduced facsimile and reference is made to them for full details. 

Ruling 1929, gives a form to be used where a collecting agent's certifi- 
cate is substituted for that of the owners when the owners are fiduciaries 
not claiming exemption at the source. 

Ruling 1932, contains only instructions relative to the duties of income 
tax agents and inspectors in administering the act and therefore does 
not so directly concern the general public; but it is also published here as 
it may be interesting for individuals and corporation officials, etc. to 
know what general authority is given to such agents and inspectors with 
reference to the investigation and scrutiny of the returns and examination 
of the private records of taxpayers. 

Ruling 1933, gives a ruling on the position of mutual telephone com- 
panies and like organizations under the Law. 

Ruling 1934, holds that individuals whose net income is $2,500 or more 
for the ten months ending December 31st, 1913 must make a return for 
that period. 

Ruling 1936. Under this heading the department publishes the decision 
of court in a case under the corporation tax act and, as a matter of record 
on account of the points raised in the decision, there has been published 
along with the rulings in this number of The Journal the rubric of the 
ruling and a summary of the case. The decision is too voluminous to 
print in full. 



TREASURY RULINGS 

(T. D. 1920 December 20^ 1913) 

Certificates of ownership heretofore executed, or which may hereafter be 
executed, by the owners of bonds, etc., or their duly authorized agents, 
need not be signed with the full christian name of the owner or agent, 
but the said owner or agent may use his ordinary or usual business 
signature. 
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Certificates of ownership, heretofore executed by the owners of 
bonds, etc., or their duly authorized agents, in compliance with the 
income-tax regulations, and signed either with the christian name or 
the ordinary or usual business signature, and giving the full address 
of the owner, shall be accepted by debtor organizations or their duly 
authorized withholding agents. 

Hereafter it will not be required that ownership certificates be 
sigrned with the full Christian names of the owners by the owners 
or their duly authorized agents, but the said owners or agents may 
use their ordinary or usual business signatures, provided it identifies 
them and is accompanied by their complete address. 



(T. D. 1922 December 24, 1913) 

Collection at the source of income tax from certain municipal district or 
local bonds and other obligations. 

Until January 15, 19 14, and thereafter until further instructions 
are issued, the income derived in the shape of interest from the obli- 
gations, general or special, of any state, or of any county, munici- 
pality, or taxing district therein, shall be exempt from the collec- 
tion of the income tax at the source, whether the payment of such 
obligration is provided for by general or local taxation or out of a 
general, special, or separate fund. 

Any regulation or ruling of the Bureau of Internal Revenue in 
conflict herewith is hereby suspended as above provided. 



(T. D. 1923 December 27, 1913) 

Regulations regarding the specific deduction provided for under para- 

S-aph C of the provisions of section E of the income-tax law of 
ctober 3, 1913, relative to the returns of husband and wife. 

Every single person and every married person not living with hus- 
band or wife in the sense below defined who has a net income 
exceeding $3,000 per annum is liable to pay the normal income tax 
under this law, but in making return for such tax may claim an 
exemption of $3,000 from their total net income. 

Husband and wife living together are entitled to an exemption of 
$4,000 only from the aggregate net income of both, which may be 
deducted in making the return of such aggregate income for taxation. 
However, when the husband and wife are separated and living per- 
manently apart from each other each shall be entitled to the exemp- 
tion of $3,000. 

If the husband and wife not living apart have separate estates, the 
income from both may be made on one return, but the amount of 
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income of each and the full name and address of both must be shown 
in such return. 

The husband, as the head and legal representative of the house- 
hold and general custodian of its income, should make and render 
the return of the aggregate income of himself and wife, and for the 
purpose of levying the income tax it is assumed that he can ascertain 
the total amount of said income. 

If a wife has a separate estate managed by herself as her own 
separate property and receives an income of more than $3,000, she 
may make return of her own income, and if the husband has other 
net income, making the aggregate of both incomes more than $4,000, 
the wife's return should be attached to the return of her husband, 
or his income should be included in her return, in order that a deduc- 
tion of $4,000 may be made from the aggregate of both incomes. The 
tax in such case, however, will be imposed only upon so much of the 
SiggTtgztt income of both as shall exceed $4,000. 

If either husband or wife separately has an income equal to or in 
excess of $3,000, a return of annual net income is required under the 
law, and such return must include the income of both, and in such 
case the return must be made even though the combined income of 
both be less than $4,000. 

If the aggregate net income of both exceeds $4,000, an annual re- 
turn of their combined incomes must be made in the manner stated, 
although neither one separately has an income of $3,000 per annum. 
They are jointly and separately liable for such return and for the 
payment of the tax. 

The single or married status of the person claiming the specific 
exemption shall be determined as of the time of claiming such exemp- 
tion if such claim be made within the year for which return is made 
otherwise the status at the close of the year. 

These regulations hereby supersede the regulations relative to par- 
agraph C of the income-tax law, as prescribed on page 4 of Regula- 
tions, part 2, issued under date of October 31, 1913. 



(T. D. 1926 December 30, 191 3) 

Regulations permitting text of certificates of ownership, X004, 1014 and 
1016, used by nonresident foreign individuals, partnerships, and or- 
ganizations, to be printed in foreign language directly under the Eng- 
lish text of said certificates. 

Certificates of ownership required to be filed with interest coupons 
or orders for registered interest by nonresident foreigners on form 
1004, by foreign partnerships on form 1014, and by foreign organiza- 
tions on form 1016 shall be printed, as prescribed by regulations, in 
the English language, and directly under each line of the English 
text on each of the above-mentioned certificates there may be printed 
the text of said certificate in a foreign language. 
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In executing these certificates, however, all blanks to be filled in, 
with amounts, shall be filled in, using United States dollar values. 

These certificates shall be of the same size as prescribed by regula- 
tions for all certificates of ownership. 



(T. D. 1927 January 2, 1914) 

Extension of time for filing monthly list returns by the first bank or col- 
lection agency receiving coupons or interest orders for collection, 
when not accompanied by a certificate of ownership, and monthly list 
return required to be filed by licensed bank or collection agency col- 
lecting income from bonds, etc., issued in a foreign country, in ac- 
cordance with the requirements of section 2, act of October 3, 1913 
(T. D. 1887). 

The time for filing the (a) monthly list return required of the first 
bank or collection agency accepting coupons or interest orders for 
collection, when not accompanied by a certificate of ownership, and 
the (b) monthly list return required of licensed banks or collection 
agencies collecting incomes from bonds, etc., issued in a foreign 
country, as provided in T. D. 1887 (pp. 5 and 6), which are required 
to be filed on the 20th day of the month next succeeding that in which 
said items were received, is hereby extended to January 20, 1914. 



(T. D. 1928 January 2, 1914) 

Regulation prescribing additional forms on which to make returns of an- 
nual net income for the income tax. 

The forms numbered and described below, in addition to those 
previously approved, are prescribed by this department for the pur- 
poses indicated in connection with the administration of the Federal 
income-tax law (sec. 2 of the act of Oct. 3, 1913)- 

Forms 1030, 1031, 1032, 1033, 1034, and 1035 are to be used by cor- 
porations in making their returns of annual net income, as follows: 
No. 1030 by insurance companies; No. 103 1 by banks and other 
financial institutions (class A); No. 1032 by public service corpora- 
tions (class B) ; No. 1033 by manufacturing corporations (class C) ; 
No. 1034 by mercantile corporations (class D); No. 1035 by miscel- 
laneous corporations (class E). 

Form 1040 is to be used by individuals, or their duly authorized 
agents, in making the personal return of annual net income. 

Form 1041 is to be used by fiduciaries in making returns of annual 
net income in behalf of their beneficiaries and as withholding agents. 

Form 1042 is the annual list return of withholding agents of taxes 
withheld by them on income other than that derived from corporate 
obligations. 
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Form 1043 is a monthly list return of taxes withheld on foreign 
income by licensed banks or collecting agents. 

Form 1043a is the annual list return to be made by licensed banks 
and collecting agents of taxes withheld by them during the year on 
foreign items. 

Form 1044 is a monthly list return of taxes withheld by the first 
bank or collecting agency receiving coupons or interest orders not 
accompanied by certificates of owners. 

Form 1044a is the annual list return of taxes withheld during the 
year by the first bank or collecting agency receiving coupons or in- 
terest orders not accompanied by certificates of owners. 

Form 23a will be used by collectors in listing, for assessment, the 
corporations showing net income upon which the tax is to be com- 
puted, this form to be prepared in duplicate. 

Form 236 will be used by collectors in listing, for assessment, with- 
holding agents, fiduciaries, etc., and individuals who return a taxable 
income. 



(T. D. 1929 January 3, 1914) 

Sui>plemental regulations prescribing form of certificate to be attached to 
interest coupons in cases where the collecting agent's certificate is 
substituted tor the certificate of the owners, when said owners are 
fiduciaries not claiming exemption at source. 

Subject to the provisions of the regulations in T. D. 1903, dated 
November 28, 1913, collecting agents may substitute form 1019a, 
properly filled in and numbered, for the certificate of the owner on 
form 10 19. 

When collecting agents substitute their own certificate in lieu of 
owner's certificate on form 1019, said substitute certificate shall be in 
substantially the following form: 

(Form 1019a) 

Form of certificate to be attached to interest coupons in cases where the 

collecting agent's certificate is substituted for the certificate 

of the owners. 

(When owners are fiduciaries) 

(The owner's certificate, of which the following certificate is the 
counterpart, and bears the same number as this certificate, will be sent 
by the collecting agent direct to the Commissioner of Internal Revenue at 
Washington, as prescribed by regulations.) 

No 

I (we) (Name of collecting agent), do solemly declare that 

the owner of $ bonds of the (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 
(Maturity), 191 . ., amounting to $. . ., has filed with me (us) a duly 
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executed certificate filled up in accordance with Treasury Reflations 
of December 8, 1913, Form No. loig, which certificate has been indorsed 

by me (us) as follows : "Owner's certificate No (Name 

of collecting agency), (Date, 191 . . ./' that said certificate is 

executed by a fiduciary, and that the fiduciary, acting for and in the 
capacity as stated therein, did not claim any exemption from having the 
normaJ tax of i per cent withheld from said income by the debtor at the 
source; and I (we) do hereby promise and pledge myself (ourselves) 
to forward the above-desciibed certificate executed by the owners as 

stated and dated , 191 . . ., to the Commissioner of Internal 

Revenue, at Washington, D. C, not later than the 20th day of next 
month, in accordance with Treasury Regulations. 

Signature of collecting agent : 

Date : , 191 -. . Address : 



(T. D. 1932 January 13, 1914) 

Instructions relative to assignment to duty of income-tax appointees. 

Revenue agents in charge of revenue agents' divisions and income- 
tax revenue agents and inspectors are hereby instructed as follows : 

1. Income-tax agents and inspectors appointed under the provisions 
of the act of October 3, 191 3, and paid from the appropriation for col- 
lecting the income tax will be assigned to duty under the supervision of 
agents in charge of revenue agents' divisions. 

2. Persons appointed either as income-tax agents or income-tax in- 
spectors, when the appointment is sent from this office, will be instructed 
by letter to report to one of the division revenue agents for duty, and until 
otherwise ordered may report either in person or by letter, and if by letter 
await the instructions of the agent in charge of the division to which they 
are assigned. 

3. Officers of this class are expected to perform the duties of their 
offices where their services are required, but for the present, and until 
they become somewhat familiar with the duties of their places, they will 
be assigned to the revenue agent in charge of the division embracing their 
legal residence. 

4. Income-tax agents and inspectors will be expected to confine their 
operations to income-tax work so long as there is income-tax work to 
be performed, and division agents are admonished not to employ officers 
of this class for the general or ordinary work of the bureau except 
when their services are not required on income-tax work. 

5. The duties of officers of this class are to ascertain and report the 
names of persons who in their opinion are liable to the income tax and who 
have failed to make return as required by law ; to inquire into income-tax 
returns where there is any suspicion that the return made is erroneous; 
to examine the books and accounts of persons who have made returns 
for the purpose of ascertaining and reporting as to whether the law has 
been complied with, when so ordered by the agent in charge of the division 
to which they are assigned ; to inquire into the manner in which income- 
tax employees are discharging their official duties and to report those 
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who have failed in this respect. For the purpose of securing such infor- 
mation as they may desire they may visit the office of any state, county, 
or municipal officer, and for the general purpose of their employment may 
confer with any collector or deputy collector of internal revenue within 
the territory in which they are authorized to operate. 

6. The reports of these officers should be made to the agent in charge 
of the division to which they are assigned, who in turn will report to the 
Commissioner of Internal Revenue and the collector of the proper dictrict 

7. In the discharge of their official duties officers of this class, as well 
as all officers of the Internal-Revenue Bureau in making inquiries and 
investigations are expected to exercise sound discretion, treat all persons 
with due courtesy, and, while acting firmly and courageously, to avoid all 
contention or controversy that would give just ground for complaint 



(T. D. 1933 January 12, 1914) 

Mutual telephone companies, mutual insurance companies, and like organ- 
izations whose status, under the law, is not dependent upon whether 
or not they are organized for profit, and not being specifically enu- 
merated as exempt, must make returns of annual net income pursuant 
to the requirements of section 2, act of October 3, 1913. 

Letter to Collector of Internal Revenue, Omaha, Neh. 

This office is in receipt of your letter of the 31st ultimo, asking advice 
as to whether or not mutual telephone companies will be required to file 
returns of annual net income under the provisions of section 2, act of 
October 3, 1913. 

In reply you arc informed that under the provisions of the act above 
cited, every corporation, joint-stock company, and every insurance com- 
pany, no matter how created or organized, is subject to the income tax 
and will be required to make returns of annual net income, except such 
as arc specifically enumerated in the act as exempt from its provisions. 
In the list of those so enumerated as exempt do not appear mutual tele- 
phone companies or similar organizations. 

Since under this act no exemption is provided, either express or im- 
plied, for mutual telephone and like companies, and liability is not de- 
pendent upon whether or not the corporation is organized for profit, 
it is held that all corporations not specifically enumerated as exempt will 
be required to make returns of annual net income and to pay any tax 
that may be assessed upon the net income returned. 

This ruling will comprehend all telephone companies, local insurance 
companies, and like corporations whether or not they are organized 
primarily for the mutual benefit of their members. 



(T. D. 1934 January 16, 1914) 

Individuals whose net income from March i to December 31, 1913, both 
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dates inclusive, is $2,500 or more must make returns of annual net 
income for 1913. 

Section 2, act of October 3, 1913, provides that on or before the ist 
day of March, 1914, and the ist day of March in each year thereafter, 
a true and accurate return, under oath or affirmation, shall be made to 
the collector of internal revenue by each person of lawful age who may 
be subject to the tax imposed by this section who has a net income of 
$3/xx> or over for the taxable year. 

It is further provided that for the year ending December 31, 1913, 
the tax shall be computed on the net income accruing from March i to 
December 31, 1913, both dates inclusive, after deducting five-sixths only 
of the specific exemption and deductions allowable for an entire taxable 
year. 

Since the return of annual net income for the year 1913, as applied 
to individuals, is for but five-sixths of the calendar year, and as the law 
provides that returns shall be made on the basis of five-sixths of the year, 
it is held that individuals whose net income is $2,500 or more for the 
10 months constituting the taxable period of 1913 shall make returns of 
annual net income in accordance with the general provisions of the law 
covering the 1913 taxable period. 



(T. D. 1936 January 20, 1914) 
Special excise tax on corporations — Decision of court. 

Taxes Due from Stockholders. 

The State tax on capital stock of banks under the Massachusetts 
statute falls directly on the stockholders, and these taxes can not be 
legally deducted from gross income in returns made by banks under 
the corporation tax act. The tax is not upon the banks, and in pajring 
it they act as agents. T. D. 1763 sustained. 
Returns. 

The Commissioner of Internal Revenue, upon evidence produced 
before him, is authorized to amend incorrect returns, or make a return, 
as the case may be. 
Assessments. 

The Commissioner of Internal Revenue is authorized to make ad- 
ditional assessments after the taxes have been assessed and paid on 
the original returns, even though the errors in the original returns were 
made without any intention to deceive or mislead. 
The Three Years' Limitation. 

The statute does not require the additional assessment to be made 
within the three years' period. The limitation is upon the discovery 
of error by the commissioner of internal revenue within three years. 
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The foregoing rubric is followed in the official publication under this 
ruling by an extended report of the case of Eliot National bank vs. 
James D. Gill, Collector before the United States District Court for the 
District of Massachusetts, Dec. 29, 1913, but it has not been considered 
necessary to print the same here in full. The following summary is, 
however, presented: 

In this case the plaintiflF seeks to recover certain sums which represent 
certain taxes paid by the plaintiff for the years 1909, 1910, and 191 1, 
under the provisions of the corporation-tax law of August 5, 1909. 

The plaintiff is a national bank, located and doing business in the 
dty of Boston. On May i, 1909, and on April i, 1910 and 191 1, the 
shares of the capital stock of the bank were assessed by the city of Bos- 
ton, under the provisions of revised laws of Massachusetts. 

Returns were made by the plaintiff to the collector of internal revenue 
for the three years in question for the assessment of the corporation tax, 
and taxes based upon such returns were levied and paid. On or before 
February 27, 1913, the commissioner of internal revenue discovered that 
in making these returns the bank had deducted from its gross income the 
amount of taxes paid by it each year to the dty of Boston. Thereupon 
the commissioner, having made or caused to be made an amended re- 
turn, assessed an additional tax for each year upon the amounts so de- 
ducted, which additional taxes the bank paid under protest. This suit 
was brought to recover the sums so paid. 

The dedsion of the court on the points raised is indicated in the 
rubric. 
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eaipanlioa ia paid M ai coadidea to ill poMvioB aad uao. thaa beooaiiac ia tho 

aeliaii iif til I haiin. eiirti intinrnrt rharer miTtn inrliirlni ia thededactiea 

aadartkieitcB. Morlcefe indabtadaoai. aaHOMd or aaatoBaad. oa proper^ to 
vUeh the corpontioa haa takoa or ia taUaf tUle, or ia whidi it haa aa eqaity. 
w ia the af qiiinaaaat o( Tbtrh tha mnrtp^n iraa maaidnmd a pari nf the pitirbew 
frioa. to hdd to bo a doU o( Uw corponUiea. aad iaianat paid OB eiKh iadotaod- 
MtoWiUbo doducUblooaly andor Iton « of the lataiB, aad, (afelherwith other 
It not eseeed tha limit flzad by the lav iar each iataraH 



U. The aatooaidalnod uaderltoto No. Hb) I 
aaaaMBtwBMaaaioa tha Into whidi the ootpoaBtkaactuaUyaaetaiaadurl^ tha 
yewiathevalaoof bwiMia^, aiaphlaery. aad each othto paaperty ae ia mJb^aet 
la dop w c i atioa oa a c eeuit of wear aad tear. o ih aaa ti eB, or obadaeeaaee. Tka 
aaoaX tahaa endit lor oa thia aeeont iaoedar tobo altonbia ahoald ba ro 
aatond oa the hooka ae to ogaeytuto aad ahov ae a liability ^eiaet .the aMto of 
The aawaat claitoBd lOider thia ilea ahoald aot cow leeeee ia 




datioD caa bo aada ia tha ntara of aaaoal not ii 

iaearroieeo(a|i.ann 

aad ihoedditieB toihkiaaerwBoadi yoartoartboaieirmeaanaof thelotowUdt 

tha corpotatiea eaeiaiai by laawa of the de|wtJatkiB of ito property 

U. IheaaoaatotiatanBtdadaclibloialUMaouBtaf ii 
paid withia tho yearaa to bhadad or ether iadebtodaeto aot eaceodiaioae half 
of Cheaaaed tototeroet beari^ladobtodaatoaad to»aid-4q>ca 
atoadlBK at Ike doee d tha year, or if ao capftal ato(^ tka aaoaat 
vilkla tktfyaaroaaaaaeooatdiadeblodDoeiBoteKcacdiBKtkfrai 
otopioyad ia tha bwAaeto at thadewd thayaar: or ia a 

iaM^o 

daech boaded or other iadehlednea aot escaodiac the propoitioa d ito paid-a# 
captelatockOBlaleadfacatthadoaedthoyear.arifBecapiadalodcteaMaal 
doiytldi a^|i le fd *iltrtB a Biaiiatttrdaaeyi>«iWf. wMcfctlifroM —— ' ^ 

AMaitan la l*« froea e eieMi l ^ iir j a c aeii imittifim^ ail aeii w ee wiliia aarf 



AU iBtoaeet dedtMlloaf 



tt ba detead oitdar Iloai • oa the mwa « 



vdarlkapioviBioeed ibohv, anaocdediMtlblathafaSaM 
ia tke McartateBMBtd Iho aot beone OD which tha lax ie cenpalad. 

U. lalaran noeivad apoa tha obUpdoeed a Stou or aay pditkd eab- 
dMifaathefedaadapoatheoUiptioaed the United itotee or to poaaMeaa 
aheold bo iadadad ia v«ee ianroa. M wdl M aU other i&lareat daa anl aecned 
durii« Ike parted tor wkickmoB k atodo. 

l». AconediatenrtieooBddend to bo iatereetdaa aad payable, aaoeptia 
" " (or other aiidlariMtitutiwa which <" 



tke boded the iBlaraataamed. laaUcaaeethBaecfaedii 
oa Ike baaia ea which the bods Me doaed. 

B». Teue lor which cfodhiaagr be taken ia the ralaiaaia«Khlaaaa.aetBany 
paid within the year, ae are iiapoeed by aothorityd the Uaited Slatoeord aay 
Slato or ToCTitoty tbered, or by tho iDvenkaaaDtd aay iordi^ country, aot Bd«d* 
iag taxeapeid by a oorporatfoa, ponaaai to gaaiaaty, oa ii ' 



fartaMBaaawefaieaotdodactihia, bat oalyuzeeactaaUy paid. 

n. BoiiwanBoe(oseeptaepc«vUodbyNoMa)aBdmaa 
aot ba iaduded la either iRMe iaeoeae or dodaetoaa; ae "ael V 
i«MBi« with icpoR to Stataa. dtoald be ehova. 

33. Mataal flie iMaaaee coapaaiea which laqaiic thdr aMahea to aa 
pietoii^ dopodti to peavido te tooM aad oxpenen and aot latam aa i«ea 
aay ponieB d the pretoiuB dapedto letanMd to their pdicyhaldato. 

23. MataaltoHiaaiaaBnaeeeetopaaiaaehaUiBcliBleiathdrieCMid* 
iacoaeo tho cme ptenriaaia odianad aad reedved by thoia, tm wfaiaito 
<8ee NoM 21.) 

34 If otnd toarine iai 




tf. The dodactka dlowad tader tho act d A««aBt «, 1«B, d laiiiiM 

nodvod a div i daada apoa atock d other corpontioaa eahject to tho taa tl ia 

iaipeaad it aot aUowed aader the act d October a, UU. 

S8. Ia tha caw d aaMaaneat iaooiaaee c 



iHdgn. the acted doponte d eaaw with the Siato or Tenileod oBcea paoHak 
to law, a additiaaa to gtiaaateo a l ae er i i fiada ekdl betKoled abdacpar 
noate repaired by law to wane hada. t-nm 
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UNITED STATES INTERNAL REVENUE. 



RETURN OF ANNUAL NET INCOME. 



BANKS AND OTHE R FINANC IAL INSTITUTIONS. 

JtnURM OF MET IMCOUE mtaed Ann '*» l^f^}-'*^ •"^^ 

If^ ^„.^.^ „..^...,--,„......... .. - 

« eHponHm. 11m priatipaptaot efiusmss of wkkt is kctM at 

ClfycrTom of in tke $Mo of . 



<tba*'yr'*— l iiii riin i te — d mm fta ci to i i i r jmice.tmaifmrmO u i — tm^ ta.) 

L TotalaDoaatorpaU-apMplUlcUMkoatsUiMiJaf atdoMof iha jmr, er if bo capital atock, Um 

capital amploysd in tkalradiMM at tlMdoM of tlwywv t^ 



t. Totel ancmai af tondMl and otbar liftdaMadnMa ontataadinc at ekaa of 7«ar. . 



& Omw Jmotmm (na Kota A, and iBafarocttoBa, patafrapha 10, IT, 18, «od 19) .. 

OCDUOTIONS. 

4r (a) Tolal aao«at cf all Ota ortiamrj mad nieiaaarT anaaaM paid witUa 
fha faar In Am aiaialaaaBaa aod oparatkm of tha oaaiaaaa aad prop- 
cctiaa d tfca eoipoimaon mxoLottwm or urman PATiisiraa. (9m 

KoteB) .V7.... •_. 

(ft) AH laotab cr oUmt payaMaia raq:airad to ba aiada aa a eoadttioa to 
tfaa ooBtiaaad naa or poaacadon of ib» proparty. (8«a pancraph It 
caiavanaoftlilaform) $.., 

A (a) T^m aiaoaat of loaaaa aaataiaad darlag tlia j«ar aot oompaoaatad by 



07 Total aiaoaai of dapntfatkn for tba yaar 

A C«) TotalamooatofiBtanatkaielari^of iataraaieadapodtLaooniadaad 
«M «iiUa Iba yvr <n aa aaooat 4>l boaM or otkar laMiladM Ml «ten«lta| eoa. 
golfta— lalHilBliiaMtiMil^ ImUtiifa— aad Ha prid-ap capltel iwci cat- 
awiMun^O IhaJqaa tt Ifca y i?,<i r Vpo a iptol itegt ^ MaaBntoftoHiaitpaM 

liny I i ffSahSiiai^ttadawoHaayaaf.!!!.^!!!^^. !!?!!?!*....?l!!!. I 



1 Total aaaooai of laiaraat paid vitUatha yaar on dapoaita A- 

) Total amoant of iataraat laeaivad apoa oblifadoaa ofa State or pcditical 
•abdirlaiaa thoraof, and upon tha dbllcattoaa of iha Unitad-Btataa 
«r ita poaaaaaiaBa < $._ 



7. (a) Tctal taaaa paid daring tha yaar inpoaad nndar aathority of tha 

' UBitadBtotaaoraayStateorTteritorytbaraof A.. 

(^) roraisBtazaapaid A- 



Total DBDUcnoKa i A_ 

A Vai lacoma oa which tax at I paroaatumis rriflwlatnl A- 



Stah or ..- , County of ^ 



, Pwaidant, aad . . . . lyaaanrar, af 

tha. 



alar: that tha aaioont of groaa inoOoia tharaia aot forth ia tha fall amonntof groaa Incoaw, withont ahy dadaetlCB wha( 
laedrad from aU aooroaa by iha nld oorporatioa daring tha yaar aUtad, and that iha not iacoBia thaiain aot ftarth la tha fa^ 
apoa whidh tha tax at 1 par ooBtaa la to^ aikalatoTand 

SwosK AMD auMcaUBsa to bafora ma tUa_, 

day of , IW 



tea A|-arai Imm ikaB caarirt.ol Ika axd fa««mi d«lvad bm iha opaatioa aad ■■a^aait ttf to 1 I ^ pnpMtiM, tafMh* «Mk 
aoMollBeaM tarn «Ammmam,h^d^ dMdada laarfnd aanock rfallwf wmntaitliiai^ akatto tabfr^ to tUi ta « wS^mi baSSintitmA 




Digitized byVjOOQlC 



The Journal of Accountancy 



IN8XRUOXION8. 



•nOIAL N OnCEr-TUf rOBM, raorfeBLT nUMB OOT AKD t J LW DVT KD , MUBi; BB IN TKB MAJIBB QV TBI OOLEBOTOB OB WKfnMAL 
BBtBNVB BOB TBB DISTVOT IB WHIOS IB lOOATBD fVl WWMCITAI, BUBPfMB omOB OB TBX COBBOBAnOM- MlBIBQ TSB 
MniBlf, ON OB BBVOBB lUBOB I, IN OABB TAB BBTUBN IS BASBD ON TIB QAiar^AB.tB4B, Of Wmilt •• BATB AffTBB TBt tXBI- 
BATION or TBB mCAL TBAB IN C18B TBI BBTUBN IB JIABB ON TBAT BABIB. 

fO^ VAXUrBB TO COMPtT WITB TBXS BBOTISION OB THB LA#, TIB AMOON^ O'-tPB ABBBBBHaiT IB IBCBBABBB M.BV GBNT 
!■» UABOrrr TO A BBBCinC PBBAKTT NOT BXOBBBINO tlMM;iS nCDBBBl. 



Ml fem>w <rf th* diilfkt ia vkkk tte eonnnlln kH Iti priadfd pbe* €l , 

t. Ik yibclpd ptaM «l barfMM M aU fa tk* Ml Md fa tihM MididloM 
h WM to aan lk» ptaM Jb wUchth* booki or wcDoat ud otkar dMilB U wd 
iB pMfMi^ tk* Htan of MM»I avC Aicoa* an Mdlaufly kapl. 

I. BotunoMiMtboMdaodbyt*ooAoi»^thoeaqtaalloa:1hai^b7*M 



«M InoMMr or oaMiat tawBw, or I 

«. Tko ofl^vU «l TMttcMtka BWI bo Bad* btim ■ MIM7 Piriilfew MM 
4*« oOoar 4Mlliod to odidatalM oiAo. oU li* Md «f «• BMHlfeH oOoar. 
)l Ndh ofletr fa n^lirfNd by tov to kn* • Mol, MHl bo taffmnd « flb NMi* 
Ik tto ifMo lOMrVid for Ikot yupoH. 

I. Hw n«m JDWt ko «nio and MMUoto b oiwMy w^ie t m4 mmI diidtoi» 
ditto ioQMo Mtai^ M(»«l« ori«eii««4 taB ^ MM« darii« *fe ytar far 
MMAttontamfaaado. 

f. U «fe nton fa bMod apM tbo oriMr iMf II ite«U bo Hid wHfa «fe 
mOogIv oa «• I0M ««>il d^ y BMk sort weeoodfa« Ndb aJoadw JPM. 
U fa fa Mdo «■ tbo bodb of k^hoa iBMMtod daifa« » Cnl yw, d«l7 doi^ 



«i* lb* coHoctar o« or ^kn «• faK d^ V <>■ «»dhv p»W MrtyUfeatV «• 

fcniwrrmirfwitoofaw^ifajiwiiMr. 

r. bciooofrickaoaorafc^ncoofaaoaoorioqabodtoTwKrtttoMlaq^tko 
OiUKtor ol (ho dfabrkt fa oolkndwd to oKtood ttfe Ikao to.- ilii« «Kh ntaa 
Ml«uiodi«Mdayafai»lkodoto«boBanhnCuiBbettonrfaodiiOL Applt^ 
ortfaa far lock nxtaBAw ihoidd bo bm^o prior to At doto whoa tbo i««oa fa 
da^orvi|Uatkityrty4Ryp«fedfarwUckwcb«rt«Hfaafa^ ' ' 



t. ItMNo.lollfaoMiMdiboalfcoobnMollMkfamAoaldMlfakclado 
ufanod or tioMoiy otodk, bM oaljr Hck otock M boo octMlly booa fawo4 Md 
•ir vUd poyiMBt bM booa iwoKod; or. to caw ao ofaA fa faMid, thon okBoM 
U nportod aador Ikta Uon tto aawoat of capMal aetarily onpfafod ia tka 
kariaaa aad ptoparfy of lfa» cMpoBrtfaa. Ia gmm wfamfa (bo evitol afack 
fa iMod payaUa la iaatalfaMBfa or apoa aMmoal» oaly ao Back of tko ovital' 
arbH booa aetailly paU ia apoa aacb iaafalkto^ or I 



i. Itaai No. 1 Aovid bKlado all fal»iMl liiwi^ iBiiikmiiMi far'tba pir- 
■Mat of vkkA tbo cocpotatba or Ito pooporty fa boaad. Ia cpM ol baaU^ 
«Blp«tiaea aad lika doaacfal kMlltolfaai, ddporito Apald %M bo npattod i« 



Vk 1MB No. S rf tbo I 
dtrind boa tbo opoatfaao aad aaaagaBaat of ( 
mitkar with all aetoal laciMWi la valaa by tppwhiBit, i 
4(hH«faa ia tka vUoa ol tba aaoto vUek kavo'baaa lakaa «p «a O^ booka m 
iBtioaMoreradltodtopiodtMdkiBdttiiHtteyMr- la (ko cana of a eoipoia- 
Ifaa onaalBd, aotkoriaad, or oafadnK nador (ko faaa of aay fafal|B oooatey, 
Ike iroai iacaaao to ko ntaaad fa tbo frtw a^oaat ol ifa bMoBo lor Iko ynr 
•Multi^ Iraa boriaoB tBMOctod aad ca^tol la vaBwl wilUa tbo United SUtoiL 

11. IiiNo.4(o)akBBldtocladotkoto«alaBwuatofanoKHaaryaBdiiiciaary 
wpoBMa paid oatoToandivi la tba BfiatoBaaoa aad opaatfaa of Cka buriaoa 
aad propartloo of tbo eoipcimlfaa, o(e., osdndvQ of iatanot aad oikor payaoato 
to ka Ifatod uadar tbair mpactiv* badaoa tb* nfkin foma. 

U. ItaBN«.4(»)iboaldfaKladaallnBlafaorotbarpByaaatonqabadtobo 
BodoaaeMiditfaatotkaoBatiaoodvaoorpaaMriMa'oflkoprapBty. lacaaoa 
Wkao lalaaal oa a aartt^ oa pnpofty 4cciipi«d or oasd by (bo c o f po ta tfaa 
fapaidaaaeooditiaa to ita poaiBinft, aad oat, thua bocpaiag ia Iha aatmo of* 
natal cbai|c, euda lalanat ckaifa aay b« inciiulod la tbo doductiea ofldor 
ttialtaa. Martpigo iailabtodnoa. — aaed oc wBOMimaif, oa paporty to wblck 
*o ooipontfaa kao takoa or fa (aUaff titto, or la vkick It ba aa oqtiily. or ia 
4a acquinaaat of wblck Ika aortic «aa cooridawd a part ol tko pawhaa 
prloa, fakold to boadobtof tbocoipontfoa aad totoMt |add oa aaeb ladobtod- 
■oa vitl bo doducUblo oaly iiada Item e ol tbo ntaa. 

U. TlM aoottBt claimad iiadar Itaa No. S (»} far dopndatfea dwaM U aack 
■a aawval m aaaaurw tbo loa which tka eoiponlioo actually aoatalaa dortaic 
On yaar ia tbo vaha of biu]dfa(i, aarhlnaor. aad auch ollwr popcrty m fa 
Mfc|oel to doptactatioo oa account of 1 



Wa M u ia l ^bmvt^^m t n w ma i to ortor to bo al hwabf o i h wM U 
a aafand oa «o kooU aa to oDMltato a Ifabllfty isalMl tta awto of ■«• oat^ 
paaBoa, Tka aaoat ttriaad aadar «ifa ItoB Awdd aet oow kwa faHIa 
valnaolatoefcaaadkea&o Diai i ii to »» beall ralao ol a K,attfa a Pnaod.aa 
far a aah ilacf BW m i iiwli a dadtoo ia IhoMtailvalaaol.aBefaoaaBBiMk 
ifaodd bo dadaotod Brfar ItaB S (•) oi tka ntam. 

14. Wk aai i i p ii c fa lW iofpkydcal p wpa rt yfa B i d a ginrt byww r rt ^ wf fa a» 
■MaH nv^ln^ vto^t aad tba atpaaatf'of aadk f o wal i, n^ 
QIC., fa fkaigad to tko faaaal oiq^aaa nooeaal, ■> dadartfaa 
caaboaadototbowtomoCanaaalaaHarifiBi Wkaaa a ii p ii J a ttu i 
fa aM av, tfl naoaafa aad aptoooaoato an* ko ofaufad to aah l aa n aai 
tka addltfaa to tkfa naan aacik yoar Ban U a fafa iMMMvaf Oa laa vkicfa 
tka envonlfaa OBitofaa by naada of tto dapaoctolba of Ito jpnporty. 

]& Tk* aaoaat of latoMH dodiwtibb fa tba MDtoaal of latawl aeenod aad 
paid vitUn tbo yaar oa boadod or'otka iadobtodaai aot oseaUl^ OM-kaS 
<l tko ana of lataNMori^ IwilaTiiiiliaa aad tko pakt«p capital Beck oa»> 
alaadlBg at tbo cfaa of tko yw. or if a> ehpBal Beck, tka aaoaat o( faliiat 
paid withto Ike yw oa aa aaoaat of iadobtodaaa BOA aBMadfac (ko aaaoaat af 
capital flBployad ia (be bnatana a( (Mb ofaa «l Ike far; or to caa» of a aor- 

■apawp ar pi ai i a rf aador 



Ike torn of a ioniga eenatry, iaianat a paid oa Ito beaded or ol 
to aa naeaal of bbA boadod or other faiJihtoiiniB aet BMaadlag tko ptopar* 
tfaa of Ita paid^ capital atodc ootataadlat at Iha cka of tka year, or if an 
capital alock, the aaaoBBt of apM aviqnd to *• kwtoai ot fto afaa Vito yw* 
■AM «• «na Moarf VO* AMOar/ir fif yaar>oa laawM •auabd aad a^ital 
tooiMdwidUBlto (Mlid«M«favttoAf«raaaaearfV«lifaeaawdMial>WMft 
oil anMB villfo aad ■MoMi At Ouiid B^m: AU lM««t dadaetfaM bmI 
bo cfalaod akdor Ilea e oa tbo atna fana. ' 



U. JfiMm* nematd nyen At todk ^oAm l ar pw otfaM aa« bO tadaded 1% 
yoB laoMBo aad •« aal MattAU IhaabuB ia Iha aaoBtaipaaat of tba aak 
laeotoe oa vktt the lu fa foapatad. 

Ul XatoBM neai*«d ypoa tbo dbUgatfaaa «l a Stato or aay poOHeal 8ih> 
dlrWoa lboaof,«ad apo^ (bo obUfrtfaot of Ihe Utflod Btoloo « ita poaediOAo. 
dbeald bo iacbidod fa row iBoiiaa. aa ««0 aa aD other latoaak da« aad a»f«aa« 
daifav Ihe period far vkkk Mton fa BBdoi 

If . AooBod latawl fa eo^dend to U iatanat dao dad payabhk Buiapt M 
(ho caaa of baaklac or other abalfar taalltatloaa vUdi dea tkofa aceeaato oa 
Cbebafaofthefataateamad. laallcaaaAaat cr aed fa taraBAallbowportad 
oa Ikt.fcafa flB ^H» t^ Nw*t rrt diaail 

tai tarn dadvctibfa fa tba nCaa an waA Ina^ aetoally paid vlihfa fha 
year, a an faapoaad by natkority «l the UaUad Slataa or of eay Btato or IWri. 
lay tkonof. a by tko tawnaoat «l eay faniga conaliy, not iadndiac taaao 
paU by a aorponitfaa, pnaaaaC to gaannty, oa ita boado w tbo fa waa. IhOM- 
lnoiladttdii«'tboataaaaaBBBd^Jaat faealboaaBla. Ai 



lor taza^ a aack. fa not dcdacHbla. 
icfaatcanato 



BtfaMahnnldbo 



: FVoa tlwauB of tbo total afae daring tbo jwpla the eua 
of tbo iavontoiy at Uw and of the year, deduct Ihe obb of tto lareatoiy al tba 
kcgtaalng ol tko year phta Ike coat ol the goedi and aatoriafa pufcknad daijag 
the yar; to tbb diflannoe add tbo Ibcobn ncolved hoa any ^fhmt mmt» aad 
Iko nouU will bo tbo poa laoooM to bo npertod vada Itm Na S of the ntoiB. 
n. Qwa iBcoaa fa the caa of a aaniifartnrtag corpoaatfaa ikaB iadnde th». 
total'iMaipta boa the ah of an ananfactanil goedi aold daring the yar pluo 
aay lacnaa fa the favaatoriod vafao Mcatalaad tknaih M Mcenriag ol Iha 
,• oa knad M the doa of tha 



a. Tb the iBeoaMtfaaaaaeortBlaodUNnihottld Wadded the faeoaoariab«. 



talnad to bo the graa inooaa to bo ntofaad nada Itoa Na S of the rotary 
fonn. BInoe the groa iaraao Ihne eerataliad tepwaBia the total nedpta na 
w«D a the invoatoried vahM of Aniriwd and nndnUiad pRMfact^ Mir aatarkl, 
etc., the cofponUoB win indado In ita doductfaa nada Itoa Na 4 all apoadt. 
tone far naterial. hbor, fool, and olhw ilooa ering to aako «p Iha cod of iM 
goada8ddOTiiiv«btoriodattboeBdol(b«yenr. <a<^na ' 
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RETURN OF ANNUAL NET INCOME. 



PUBUIO S£RVrCE OORPOi=^ATlONS. 



RETim OF M£r mCOIfE ncef90d A/ring ag 



catndarl 



,m 



h -™™™- — - 

/Ar pradpd piact ef tesoMSs of Takkk is tocM at 

CffrcrTom tf ....... /> fJie Stat s of^^ ^ 

(TlM "yw" M baniMft* and BMM (te CBl«dar ]Mr or «Mid ywr M tfa* OMB B^r b«.) 

I. Total aBKmBtoC paid-up oapitel itoak ootetftndiBg ai dMe of tU 7«ar» or if no wpitel sloek, tha 
Gipital omployttd in Oo Irasiaaaa at tba cloaa of tii«7«ar . 

1 Totalamonntofbondadandotttarinda'btadnaMomtataadinyaColoaaof yaar — 



H ^mam IMOKI (n* Vote A, and iBstraetiona» pan^pka 10, 17, 18, and 19) 

DEDUCTIONS. 

4 (■) TlomainoHnto^aDiha ordinary and ntooiMnrexpanMe paid within tha 

year in tba maintaoanca and operation of ilwbaainaM and. proparticB 

of the eorporation, BZCursitB ov Drmanr^PATiKMiraK. (See Note B). 

(6) An reotala or otliar pajmants reqoJrad to be mada aa a condition to 

the eoniinaad naa or poaMirioa of the property. (Bee paragraph IS 

of thiafonn) 



S. (a) Total amonnt of loaaaa eoatalnad daxfnf the year not oompennted hy 



Qt) Total amoont of defweoialifm lor tha y«ar. (Bee paragraphs 18 and 14). 

«. (a) Total aanonnt of interact aoemad and paid within the year on an 
Mwnt ol toodwi or oIlHr ladabtadnaa art «xoHdii>g MM^mlf aC ih* nn of to 



inrt paid within Uw ywr on u a 
i( capital empfejrad la tho b 



, __ avItalatockoaMandii^atUMeloaaof ttia 

THr.orUMcapltalMoeMb^t " "" " — 

(fr) Total amount of ^tneet reoeiTed npon obllgatione of a State or 

Klitieal rabdiTieion thereof, and npon the obligations of the United 
ateeoritsi 



7. (a) Total taxes paid daring the year, impoaed under anthority of the 
United Btatca or any State or Territory thereof 



(b) Foreign taxee paid. 



Total DBDUoriom •- 



8k Vetineomeon which tax at 1 per centnm iscalenlated -. %~ 



Btatk of _ 



, CoiMi/y cf^ 



_^ TO WW. 



, President, and ^ 



.., Treasarar, of 



the ^ a corporation, whose refeora of annnal net inoome is set forth above, being severally 

dnly sworn, each for himaelf, deposM and says that the foregoing report and the several items therein set forth are. to Us beat 
knowledge and belief and foom snoh information as he has been able to obtain, tme and oorrect in each sad every particular ; that 
tii« amount of groes income therrin set forth is the full amount of gross income, without any deduotion whatsoever, reorived from 
•n aouroas by the said corpoimtaon during the vaar stated, and that the net inoonue therein set forth is the fall amoont upon which 
the tax at 1 per centum iTto be calculated ana assessed. 



Swobs akd 
day of 



to before me this . 
.—,191 



^rtaidenL 



TMCttmttr. 



How A.~4?ww«i>ca^AancBDriitoltlwWalmeBaaadat»»a<fcwitb>opwi«kas^ ji i B ig imw l qOi> ml i>a u iaDd Mepwdai^ liiwftw»iAanyoa 
•I taeoM ftooi odw aaiiNWL faefadfaie dtvidboda Norfyed OB atoek of oUmt onaaWc^ 

al a Stais « jntttkid aabSrfcdoB thacMf, and vpoo *• abUpUloM ol Ite t^kad BMW or ila poMarfoH^ aa A^ 
•tddhratufaiiaMda: 
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INSYRUexlONS- 



sraoui Monoi^nn roue, rBoraitT ntLiD <{Vf aicd mcmrQ, must bi nr tu mutm or ni coLticrot 6w iHTnuri* 
ESfinnm worn rant distuot in whtgb u moakd twm twnn»AL wmmnaa •mci op rai coefoeatiok iiAnii« rmm 

BaniBN, Olf OB BIFOBB WABOH 1, IK CABB THB BBTVBlf IS BA8BB ON TBB CAUBNBAB TBAB» OB WfTON M DATS AlPTBB t«B BCTf- 
B4TI0N Awnt FISCAL TBAB IN 0A8I TBB BBTUBN Cb MABBON TBAT BASIS. ^ . 

BOB VAIIiOBB TO COMPLT lOTI tIOS PB0T18I0N0V THB ftiV, THB ANOirNT OV TIB ASSBSSMBflT IS WOBtASfeD M.fVB CBNT 
ANB UABIUTT TO A SPBCIPIO MNAKTr NOT IXOBBBINtf flMSO IS PTCCBUD. 



L TUii«tamQlH|iMlBM^«aMAnilAb«fll«l*llkfU<MiM«orMIa«i»> 
■tf B«r«nt ol <te dirtnet b wbUh Ih* OMpontko bM Iti pcbe^il ptaM «C. 



^ t. tte pdad^ plM«'«l bMhfM M oMd is <h».MC andl In Am i^rdMiaM 
kiwU to mn (h« plM*iB iriikk fU boa^<tf #«eiMMud alhw 4rt»l»b» wmI 
hi pl«pariB( OM-MtafB of UBwl B«t liMalM «• MdlHMltjr lugpl 

t. B««ttnuBMb«V«il«dbrtm<iaMn«<A«COipoMdfMitt«l|ikb>«* 
iBdMdjpdti, temlr. d* f nii ii i< vie* piwUaaH or «lte pdnelpd «flaa^ 
'gw/WMOum ottmUttni tmwwr, or cMal HiMiiirliT nthwr! • • 

4. TU.tAdftvU M vwUoliiA mwt U Md* biiM 4 BotMy ^taUli» or ant 
' '" ll»iidmiiiM«ro«l^oadlk*a«Joir -- - 



If Mck oae« lo'nqviMd by kw to-bowc 4 imU BNMt b* I 
h <ho ipaeo Niirfod br tkiit iwipoa. 

S. ftp l»lun mm bo «wt>d l et i il i i fa trntf w ^ nel oaJ mm HfSeat 
■U <te iMHao ttUiitf . oeendii*. or iMrfvtA im dl asoieoo dMU( Ik* yoM far 
wVck tfio ntn !• Mdo. 

«. If Oo MtaiB te bHod upoB tt« ciMb- |i» H AooM bo I4»4 «ilh At' 
caHoete •• «r mbn ll«^ ^ ^ JCnl MDI^peoMdiaf MMk ed«dw jnw 
U U li Hodf OB «ho b«ls of bwfaMi tiMMcM dvdig 4 floetl yoor, duly dtrii^ 
■Mod fa aeeoidneo vBk «• IM^ ttd tho HBvltftef^ <M >*«<BiB«M b# Alod 
«<A Ao flolloete M or %bn «• iMf Ay V * «»^ P«W Mtf >bllMf<i« ffa 
dU* db^Mfaf M % olm qT A( Jbool par. 

t. fa cooo of AJaMor aboMcoof oBoAMrMfikod favori^r *• ntoa. ^ 
eoUoetar ol tte dJotakt to Mlbodawl to ttlMd dM tl^ te ttfaf Mcb Mt«« 
M(«ie*odfaca6d4)nfaimliiod4towb«iMcbi*tantoollurvloodiiOw Ap^ 
cotlM te OMb oxtoMiM' duMdd b* bodo pitof to tfio date wboa tho rotata k 
dM^ or vttfa ito tblrtHky poriod te wUch iacbaitMtai I* dHind m4 faB 

t. Itmrto.l«iawKbodalooa«oobwao«tlhklafmAnMilda«tfadad* 
wtonod or tM4M]r Meek, b^ oiriy iKb itoek OLhoa aetaoUy boon tonod oad 
lar«Uclip43rM4tteobo««ioeoiTCd; or,facoooa»ot»cktotaaod.1hoMAiMild 
bo nportod »dtt Atotl^K tb» OMMat U capltol oetMlljr OBopleyod fa Ob 
burfBoa oad pnpoity of A* «Mpantlin. Ip coiM «h««fa tho a«tel atodk 
fatoHod pkyobi* fa faMdlMBto «r vpoa MoaMMBt» oBly 00 Buck of Iho capitri 
oa boa boog acfaafly paid fa apoa wA fa<alhaart» or lifoiwi MiH Aould b^ 
nportodwdvlkiiHoB. 

t. hM ■«. t AoaM fadiida oil falnoi tb oa rtH to di bl a da w te <k* pagN 
MMolvUebtkoooiponibBorltopnpwtjrtoMaBd. laeaaoofNikfaC 

• aadIfboaaaBdolkHataliaa^-4 

aoBdortUolwad. 

Ml Itm Ha. S of tha Mtaa tona (ftnai faeooM) d 



IL l«MBNo.4(o)^ikouldfadad»tihototMflao«BlotaUoidto«n^aBdi 
OBMfBooi^aid oni of oi^i^ fa «ha aafaitoaaaioo aad opofBlte of dio bnriapy 
o»d pnyortiao «l tbo cBtpaialkn. ate., otdttdvo of Utonot aad oftor ponpMto 
fa b* Ibtod odw Aoir Mpoettyo boadooB iho ntam iBBDa. 

1% Itm Mo. 4 (») AowM fadnda aU MBtab or odh^r inyBMBtiNqiiM to ba 
' aoflklipcoparty- J«< ' 



t OB 4 mttffif 04 tnpmtf occapiad or-wod by tbo ooipaiatlw 
topaid^aaooadUloB to ilo poonorian and ooo. thoo boeonfap ta tfwMtui* of a 



I cbano,aack fatamt d^tfonvy b* todadod.fa iho dodaetfeo nwtor 
Atoilm. IfbUpto fa dobtod no o i , oiaad or aaaBaaMd. cb ppoporty t>' whkb 
<ka eofpoaMM baatakoBor b takfag tilla, or U%bicb it bao aa oqtdty, ct fa* 
*a acqalioaMDt of wbkb Ibo mwliiwo «oo conaidond 4 »art of «N pvfcbaoo 
Mica, fa katt to ba 4jdobt of tka ooiponliaa aod tatonat paU 04 nd fadebtod- 
MB «II1 ba dMuetfbto oafy nador Hem • of tko ntttiB. 

U. TUoBDMldakMdudor itmNo. 8 (k) in daprodatko «boald ba oiick 
m MoiBt ia BOHoAo tiwiaa which Aa oeipomtfali aataetty euefafai dwfaf 
*a yfar fa Ike vaiaa at buUdii«o, aachfaoiy. aad each oiker pnpwty. eo to 
arfilMtfadiptadotiaaoBacctait of voir and tear axtoHHttoa, at obooboMneo. 



tte 4BMWBt IAM OMdtt br 04 Ab ar 

, aoaattndoa AabocAiaiti 
P«(4uB4. na« 

valdaof otodaandbdnde. DaeHaas b tha book 'valuo of MCiiritbm.owBod, aa 
br Mawb domaaa ifpnaoBb a dodbo fa tk«4e(Ml nauo of o«b Mcujlbo. 
Arndd ba dodaetad odw itaB 6 (o) of the lalaliL 

14. 1>kowdopiacblbBolphyBcaiplBpartybBadat>odby W BO OTb .iapbce- 
Ufab. lapaii^ ate., aad Om axpoBB-of aueh MDamK n|fbc«BgaBB. npab% 
^b ckaigod-t» tb« foaonl axpOBM aoaoant, m dadiKiba' far d*pMcbiM4 
biftbaaadafathoiatiiiBofaBaiialaoCfaaNBo. Wbora a dopfodatba laaorva 
b oat «p, all foftoaido aad npbeoaMBto maat b* ckaived to each nmn* and 
«ba addllfaB to tftua Maori* oath yoar Bwt ba a frfr.aMao^ of ihfl ba iridcb 
Ike wpoltai eitibi by weaoa of faa dopracblbil^bi pwpoity. 

1ft. Tba OBoam of tol oeon dadaedhb to Ike aBOawl of falONB Aeouod aad 
paid vltkfa Ike ywr 04 bonded or oiker fadebtadBOB boC *xcoodii« oae^lf 
of lb* ova of fatcr^oari^ tadobbdaHB aad Uw pald^p capital moA oat- 
attfa^Bf at tba cboe of tba yoar. or U ao eaptel otock, the aadhat of btmol 
paid vttta tk»yatf 04 aft aoMBBt of fadobtadaaH Bo( aieaedli^ the avHSBi of 
cMtil OB^plqfiod fa Ik* badfaaaat A« ^ba of tbo yar;-a(fa com of a aor- 
fanHim, jabf mdt aapa^r » eiwrbtfaw", or baBaiet oiwipany otpanbrf aadar 
tba bvaof afaiolin eoBany. fatonel a peld 04 Itoboadad 01 
to aa OBoavt of rack boaded or oikar ladobtodBoa not onsee^iaK d 
tba of Ho paldyp capitii atock eaWaadl^ at Ika cka of tka yoar, or if a 
Capital atoek, tka aBHWBt4f oapilal mpbparf m Aa bHbaa a A« dea ^r Cb yaar. 
MbdllbpraifaaoMif^fb baaaib lfa|0Br>WN4 btfbaw (roaaocMf aadaqMbl 
baartidjpiMk A< CMM StolB b9« to lb ptM* aBMeaC y Of b 
an ap««a wUkbi and wOfaat At OmM 6tHm.' Att fabeat 
ba dabad anior Itaaa • oa dw latam bat. 

M. Divid^ daefaad a paid an not aodwsOUa BM ^ 

It. MHriMb nobid apea Oc atod </ aOr-arpoMiHU amat bo fad«a»d Id 
ffoB tacoa* aad aw no( MbctM tbaafba fa ite aaeatafaaant of fht Mi 
lo ^ w att on, wfack Aa lax b eoapatod. 

M. Intonat neobod apon the uliH|Mbai of a Baia or aay pqlitM '<^> 
dbWoa ikoMof, aad apoB tba obUvubBaot Aa UaOa^jatolM or la poaaaarioat. 
teald ba fadadad fa gtoa iaefaa, a* vaD a* ad othar fabNot daa aad aaHMkl 
teii« Hb period fb which tatam b aadBi 

10. Aecnad fataMot b oowldaad to ba fatamat daa aad pa|«bk, «Mepc !• 
' iofbaakli««oikarfaihrliM4biioMMbhdb»tkaba( 
Uaila 



aoi fkM 4ad«etikb fa Ac aaiam an auk Ota; acfaattypaid wkkfa Aa 
oat of Aa bariMa and pnpoA*^ y«ai^^ai|^Ukpaedbyfalbority« tkeUpitod8toltoocof aapSbbortbnl. 
taeAw «iA aU aatiBl Inctnaa fa talAa by OBpabaaMBt, adfoatBont, Of ' tay Aaaor. or by Aa jOi rtiw a a i of »ar »«nil» ecMMnTj not iadadbc ta«oa 
oilkarwba fa Aa vdae'of lb* aaeto wbiok kav* boaa takaa «p OBika boaha aa 
iaoraa<ifadtopiadtaBdbadarl4(Aeyear. Jh Aa caaa of a eocpon* 
' aiAoriaBd.oraibli^aadaAabwaolaByb*dp«aBfty. 
owba latuaodbArjiosaaaenaeflbiBenaaiattayiiar 
d aad aapHM favMbd wiAfa Aa Ukibd ~ 



paid ^ arnipwatfawb panaaat to taaaaiy. on itobeada « the iaooBo tkaM< 
feoB and aM tafdadllw Aae taaaa Moaad K»fa* l*i> konafitiL A l a— a a 



qirpMBtb«a A4Bia ba avartaiaad W tta 
Ptoat^Ao aaa of Ika total BbadailaK Aa yea pfaa tka ««b 



B. Tka ifoa facoae of 
blb«lB(aMBar. Ptoat^tt 

alAo fa«aab»r at tka aad of tka year, dodact tba oBB o( A« iwwaioty auba 
b^faDim of ike yaat pha Aa coat of Ao gaodaaad aalMlab pardaad Antac 
AaVwt 



to Ab dUteabeo addike iaeoaw neolvad b«i eqr eAorWoa.a«d 
bcoBo to ba lapoclad andar Itati No. ' 
Ona facoaa fa tka can of a aaaailMbdlat ooppomtiaa J 



tba NohA vip ba iko roaa facoBo to ba lapoctod andar Itati No. S of Ae iotan. 
A Ona iacoaa fa tba can of a aaaaihctaflat ooppomtioa AaB iadp^ jA« 
tabl laoaipfa fan at»otb of an ■BBib.tBMd gobda aaM dBii^ A4 year pfaa 
Ay-iacnMO fa Aa laventoriad nbif aaurt»faed An«gh.»tf4M)0Miufa| of A* 
laUMd atfi atftaUwd pifedikt. ntf aatalal. etc. oa kutd at tk* doM of t^ 

^' Tb A*iBeaBajkuBaao«taaad4haBikeeld ba added A* faeaadaibi^. 
■ k tbo asmat 



Iriaad to b» tba fnm iaooa* to bo i«Caia*d>«br-Ila<k No- 1 of fb* laCafa 
felB. SiMa tba gnm ineoa* Aoa eaoartafaad ropeaBBto the total neaipto aa 
waB aa Aa fav«ntodod iralaa of layied aad uofinkbad piediic^ A* aataabl, 
etc., Om ooipontioB iris iactedo fa ito dednct&a undfr Ilaa No. i all «Kp«ndi- 
ANO Idr aatitial. labor, tool, aad oAor itaaa goisi to aak* ap'A* eoat of tka 
'loedaaoid^iffaTaaiorbdaiAooadoftkiyaBr. ' .ca^aa 
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Income Tax Department 




RSTURN OP ANNUAL NET INCOME. 
#■■■> %h»4i OmiuM ■»iw<>a Oeiohg », yat,) 



MANUFACTURI ISJGI CO RPORATIONS. 

mwm Of MH momErmaimiAn^m^lll^^ ym wM m 

mpmo^fid»9f kamss ofwUck is kotM at 

% «r mw tf. m th$ atal$^ 



& Qbqm Imqms «m Wt^A, and JMtnwWcM. p&nttnfhM 10. 17, U, 19, tt, and tS).. 

oeoUOTIONS. 

4. (a|tlo«y«moBal<if aDtiwofdliMryMd aaeonaxT omnsH paid wiOia 
fh* TMr In th» iBirfBtHiaVM and dpentlon of dM VaaSaaH aad prop* 
artlaa of tba oovponttMi sxouwtb or nrmaBT patmmvb (na 

Kola B and p««|aplitS) • 

(k>iJl lantalaorotlMr^yiiMota laq a taad to ba mads aa a flonditiaa to 
tliacostiaaad oaaor poaMaakmol tha p t opa t ty (fmm paragw^h IS 
ea ivnna ol tfab f orm) ^ IC: 

1^ (a)toMaaovnto(lQMaaaalaiiMddiinafft3iay«arifMoempaiiaatodVf 

faw uia aaaorattarwiaa ^.... II.^ 



(»)1MaI*BMNmko(d«praaia«onforf|«7««-(aa»pan«npkaUaaai4r. •> 



(») Total amoaat of i&tweal necKad vpon iha obUg a t ton a of a State or 
'Vial aabdtrUMi OmmoC. aadvpoa tha oWgatfooa of tha Unitod 



}. MTotdtaxaapaiddiirlDclbaTaar.iiBnaaadaadvavtheiMjoCthaUikltad 

StalaaoraiiyfltatoorlteTitoiTthenof • 

(k)roraifntBsaapaU ^ •— 

TWE^I 



IL ■«tlMoaaaoftwhkktaK«tlp«r4«ntinDia«alealAtad.. 



ato«ilHMia«Mliftteaki|iMn. __..^ 



9rA« or . . , Opunty ^ - 



tlw. ^««rTww*A»o«,whoa« Tvtara of aaaval nat inoema ia sat forth aboTO. baiag aarieaDy 

dQRflirom,aaoh lor faiiiiaa&,depoaaa and aaya that tha f otagoiiut jopott and tha aavwml itama thflrahi aet f6rth ara, to hia b«t 
kaowladca aad baUaf and frara aoeh fatfomMtloir aa ha baa boan abla to obtain, traa aad oorract m eadi and vnrj partiealv; that 
thaaiaout of snaa taooma thareinjat forth ia tha fnll-anioantof «««• inoomai without any dadoetion whatMarar, raodvad from 
all aooroaa by &a aaid eorporation during tha year slatad, and tb*t tha not Inoome tharain aat forth ia tha ton aaooat vpon 
vUeh-tha tax at 1 par oaaiam la to ba cakolatad and aaasM B d : 



» tobaforaaatiiia. 
day of ^ ^^1*1 



TAKIM 

MnoAvn: 














3VMWv«wr. 


<•*— — •^ 





* mU dnri^ ite *Mr. iacMMtf 



Imfl ■<inil 11 in tnnti ilnfiM "hi ti^ "Ttotri wwrntcfin awM—qr and M C MfyxpwM," 1c. iNB tadadi «fatow fa — l i irt i K Mw. 
JilWL II I niiiiwil impinriMiinn w tiiTl«»«ili itr . nf hi hit ttit tiiiirfiri \ \t nrnTr r-nmn' -^— " -^ ^ J^^ J- <--«--«>*. ■^ iia^ mf »i.tHi 
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INSTRUCTIONS 



OTMUl M OtW&^mS WWH, ■■III MIT HIU* OUT AND mCDTD, MOST BKHf m BANM OP TBI OOUICTOE Of fMmMAI, 

uvanji fOB m nnmov ni wnos n iooatid tu ramcivAL BumraM ovpiob ot tbb cobmbaiion MAsma tbb 

BBffUBN, OB OB BBVOBB llABOB !• n CASB TIB BBrVBir U BABBB OB TBB CAXBRBAB TBAB, OB Vimif M DATS Aim TBB BXn- 
BCnON OP TBB mOAB TBAB IB OABB TAB BBlVlB IB HABB ON TBAT BABIt. 

BOB tAlUJBB TO OOMnT WRB TBD PBOTIfllON AP TBB UV, TBB AMOUVT Ot TIB i 
«■» UABIUTT TO A BPfCDM PBUSrr BOT I 



L TMcntnoCiMMlMtlMaMd 



■I7, O* vmUhI. vIm pnMnt, «r •*« f< hi i(^>l «Acar. 
■if tnMonr «r MriMM iRMMr, «r dM tewW «Acar. 
C n* tAdftvU «l vwUaMka Mrt to Mdi bdDM • MfBiy pdbHe «r MM 



MMdk «Acar k Mqdn« br tav to kOT* • Md, a 
itt 1k» «Ha Mnmd lor ttet pwpMk 



CU tiM Mtaia ii b««d «p» «• «Bii*r VMT B AaM U iM «tt tk« 
««lMlar «• «r «4^ A« ;Hf *v yiMk Ml* nocMdtec och criwte y«L 
■tk b Md* « tih» bMli orbwiMi tmMMtod^id^ * iMil fM. 4nly 4arff- 

«b*iM 



VHk At wItoGte •• «r «^W A* «i« ^ ¥ A« «»*r PiiM MM/ 
«BSMlor of dM di*kt ii Mritelwd to «stoft« lU tlM* for fihi flkh M 

w nfii i rii T'-j-' — ----' — ^ — -*--• — *- - ' -*-- A 

«MtoB lor flkh otoBriM iteM bt Mdi ffriot to Am 4ato lAa tb* MM 
BMW wvllhte Om aMqr |«M Iw vftMb Meh cMMha li 4iibiid«^ 



t. Ilm B^l «l tto adhaMi M O* 4bTCM «l ttrfan d 
•■iHNd «r toMMai7 atock. b«« «aly flkb atock M bid MtoaQy bMB land ind 
>f wMdk |w|iiiwl toi Im norft»d{ », h cMtfta ttock |> hwd. Bww dhoold 
W Mpwtod Md« (hfa ito» lb* MMBt ol oMtol wrtMUy «BvtojMd to llw 

totowdp«y^btotoiwlinMWto<rniiiin— itoLalyicbaHbtctpttol 

kA0«blb* 




■t of tih» 

«ftnl» to tb* vahw of Oh iMto vbich bm b«M tohnip «■ «H boob M 
• orcndModtoyiodtHdkMdufaf thoyoK. la Ibo om ot • eoipoiv 
i^liiil. oalbadiid. or oatod^ aidor ite torn of wy fonii^ ooufejr. 
«■ IMHM to bo Mtonod it O* ina mnat of to toeoao for Ibo yoor 
B bwfaMi tMMttod nd cavltol tonwatod vUbto At Uatod BtotoiL 
U. lMBMo.4(o)AB«ldtadadtdwtototnmBtofaUonItaarraDdi 




■ OBtottdoBltobootoaato 
• of 






rtotoanotobtoitoiddto 
■yHl tto oMto af ^ ov- 
rkMttolto 



dboBdi. DavaMttottobeoknatatof « 

• npitaMtoft^tdtot to ttoaetiial valMof OMb iinabbi^ 
I to dtdMtod Hidar Baa ft («) of ito Htora. 
Wbaw d ayw eto lkaofjbiitotlpioportyto— dogoodby i M aw ato .iop to Bt 



«Mtoaadttotton 



afAamoftol 



a MMt to ctovd to aacb It 
a atob ytar at to a fafc ai imuh of tto toot wbicb 
la by MMM af tto dovnctotfca of to praptftjr. 



atoatac at Ito ckat of Ito yoar. or 11 w cavtol Morb. tto ai 

paid vfcbto Ito yoar OB as aaouBt of todabtodaaa Mi oiMMdiiV Ito aaout of 

c^ltol mafioftdiM tto toiaiMa at ito cka at tto yoar; a to cm of a oar. 




; ot tto dnt of tto yoar, or U ■• 
■atofapitol— ytoyrftottrtiifi 11 aitodta ^ftt»^^. 
1 4^At iaaiw>br Ito var^hM toriMB awaMtorfMdoBftof 
toitoi tf watoHto (MbdCtotoloantoltoraioaaHii^^toiaaiwdatMitoa 
«B awawMto and nMoMl A( OriMfitola. All itoaa* liadarti— mm 
to cUatd oada IImi d on Ito alwa ton. 
•Id. DIvidoBdi doetoad or paid «• Mt dadactMt toa poa iaeaaa. 
D M»i*idbnMlMd«pa»ftoiael4r«ArarpMtoMBMttotacMBdto 
mm Jfcwa uatnwu dw bm B li imd nm Ja tto ac t i tM iiiil af Aa aat 
iMoaa aa «Ucb tto tox to ooapotod: 

n. latoart noairod «poB Ito obliiMieM of a atoto or aqr poBlkal aab- 
divirfoa ttMNof, aad opaa tto obUpttoM of tto nidttd Btotot w to p 




I dadacHbto to tto Mtan on aaeb tam^ MtaaDy paid vltUa tta 
yaa. at oat toqwtod by aattoil^ ol dM DiHtd Btola a of aay atoto a Ttoit* 
loiy ttoaoC or by tto iBoaMato of aay toalga oootoky. Bot toctodh« toiaa 
paid by a oapoarttoB, pnaaaM to giMBty, CB to toada a tto iBooiM ttoa- 
toa aad aat laetodtai tbaa inaa MMMd •ayait kal boaadto. Aaan* 
fsrtaati^MaMb. toaotdtdacdbtoL 

tL Tto 9NM toooaa of oavaatfto aoipoMdaB dbeold to aacoMtoad to tto 
lDlto>li« aaaaa: Ftaa Ito aoa of tto totol atoa daiaf dM y«a ptoa dw avB 
of dw lavaatHy at Ito aad of da yar. dadact tto aaa of tto tonroatoiT a tto 
b^toal^ of tto yaw ptaa tto oat of tto (todi aad Mtoriato parctoad dab« 
Oa yoa; to dtit diflaoaa add ito toaoaa anivod tola any ottor nana OBd 
da lanh wlB to tto voa toeoat to to vaporiad vada Iiaa No. S of da latoia. 
S. Ona toaoaa to tto ean Of a aaaatotoitaK floipontfoa AaU toetodo da 
. Ito aria of ail HBatoctand «oo& ooU dBrti« tto yw pha 
to On taffOBtortid vatoa anamtoad Ibna^ aa aeeeead^ of tto 
d, otaH OB baad at da ctoa of Aa 

' a.TottotocoaottoaaialatoiHtbaadboiiidtoaddadttotoootaitoi^ 
% Ito HVrapto ttoa aarar- 
r Iita No. S of dw locna 



form. StoottiMgraaiaooao Iboaaaoittauodn 



tojtototod 

n. Iiaa No. 4 (») Aoold iadada aU 
■ado H a ooadltiaB to tto ooadaaad aa V 

BMlby 
to paid aa a eoadidoB to ito poaadoB aad aaa* tbw bteoBtof to Ito Mtoo of a 
a«tol dM|o,«Mdi totona chaaa aay to toctodad to tto dadacdoB uMtor 

AtoitoBk Mortpy iadobto data. ■ 11 a 1 1 fl a aaiii 1 !. oa paporty to which 

Aa eapotattoi toi taha a to tokinc dda^ a to «Ucb It ba an oqalty, a to 
At acqidraaait of which tto mmiffgo ww oowddatd a part of Ao pacbaa 
priot. to bold to to a dobt of At coipaaMtoa iBd totatat paU OB aocb todobtod- 
aaa wiU to dodaedbto oaly anda Ita of Aa raton. 

U. Tto aaoaat eUtoad oidOT Itaa No. ft <») fa dopndadM Aoald to aoch 
•a anavat m mittaa tto kwt wbtt At ooiporMioB aetoally 
da yar to tbf Ttlao ol baOdh«a. aacbtooiy. aad neb 

BPBOIAI NOnOB^AXT OPROBB OP ANT OOBPOBATtOB BBQUfUB BT KAW TO MAB^ BBBIMB, 8ION OB TBIIflT ABT BBTCBB. 
WBO MABB8 ANT PAUB OB PBACDULBNT BBTOBN OB 8TATKBCBNT WITB INTBNT TO BBPBAT OB BTABB TBB ABSBMMBNT 
BIQVIBKD BT 8BCTI0N t. ACT OP OCTOBBB •; 1»1«, TO BB MABB, SBAU BB OUIftTT OP A maBBIBANOB AND SBAU BB PINBB 
NOT BXCBBOINO fS.OOO, OB BB Df PBISONIB ROT BKOBIDtNO ONB TNAB, OB BOTB. AT TBB BtBCBBnON OP TBB COUBT, WITB 

TBI ooan OP pEOBBCirnoN. •«_«■ 



ate., tto empoatioa wm toetado to to dadoctiaB aada Itaa No. 4 all ■ 
font tat — to rf al, toba, teal, aad oAa Itoaw loiaK to aato up tto ea« of tto 
papa^Mto I potxtoaaidatowtoriiriatAaadofltoyoa. 
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— . iW "" "^iZtlllLirC!^ ««i4 ^r» ^- 

UNITED STATES INTERNAL REVENUE. 

RETURN OF ANNUAL N£T INOOMIE. 

Ill ■ iHA«mOB»iiMH||iiii»iOiliiliiiMtlJl» 

MEROANXIL-E CORPORATIONS. 



KWRM Of W£r mOOm mmmd dwi^ Mt {^Jj^j /fv mdH _...^ 191 

ikt pm^ piact of tnumi ^wUcit iskedtidt , , ^ , ^^ ^_^ 

% «r 7mm ^f. , ^— iir m Sttit •/-_.! 

oaplUlaiapfey^BtbelNiiliMHmtUMoUMtof Om JMT %^ ,. „ 

t. QaOM IMOMS (m* N^toA^Mid iutnietioiu, puagrapha lO, 17, 18, 19, and SI) f 

DEOUOTIONS. 

4. (•) Totol waonDt of all th« ordtiMtry and in niwiiy ■ip>o<w paid within 

tb« yaar la the natataaaao* aad optraiioa of Um boaiOMa and 

proMrtita of tha oorpontion ■zcLinrTB or nmnar r jr«HBm 

baa Net* B) .■ : t*...-* 

<») All raaUls or atbor paymaota laqalrtd ^ ba nada aaU MadiUea to . 
(Jba conttevod wa or pa ai l on of tbo proparty (aaa patagraph it 
OD r9waa of thia fonii)................^..^.. ........ ............ (u^..^............^ .._ 



t. W Total anoaat of loaMa auataiaad durlac tha.yaar aoi oompaoaaM ^. 

laaavsao^ or otbarwiaa i,_ ^ ,..., 

(D Total aawoot of da p raai at lo a for Iha yafcr ^ H.. 

«. (a) Total CDumnt of istarwl aoormd aad paid wltUa th« ya«r oa •■ 
Moant ol b(ndadaMlollMrtMUbl«lMnM««MMdlaf «a»hdl of Am an ol ta 

llM Tor or iTbo tafillil ilMk, Ite anaut oTlnlOTHt |idd vhhlalb* jmr oa-M 
«Moaat «( IM iiMkMHiMa bo* uM«i«<ta Moaat ol i^M «a«laj«4 ia tte ^ 
bai4am.ttlwd«MeffiH7W .7. ;.3L..TT:ir:.. tu- 
rn Total amooafc of faitomi taoelTad apoa obliflttkmi of a State or- 
Dolitkal cabdiTigioa tharaof and upon Uaa obU^Oooa of ika Unlt^ 



Of itapoaatnlons... 4b._....-.....>. 

T. (d) Total tasaa paid dnrlnffihayaar.ImpoaadnadaranlhorilyoftbaUvUad 

StataaoraoyStataorTwritaryttMrMf ! I 

<») Fbraiga taaaa paid % 

TOTAi, l> w>uo w uw ag^. 

t. V«ltaeopta.onwh1ebtazailparotDtap>ia«aleolatad , 1^.. 

nil 



Sum or _, Chvmifitf ....- _..,,, . -., iq wit: 

, , Praaidflot, *aad ..-. >^..,...,. -,„„- TrManr*r, ol 

tba ., ■ , a eorporaikm, whoao falwn of ona>Ml no! IneooM is aal forth abora, bafnc aarafallf 

daly awara, aaoh for hlinaalf, dapotaa aad aaya thai th* foragoinc nport and tba asTaral Itams ihersin mk forth ara. lo bla baai 
kaowlcdga and belief and from inoh Information as bo baa baan ^bla to obtain, tma and oorvaci ia each and ovary paHioolar; thai 
Iha amooni of sron Inooma tharain aei forth ia tba fall amooatof ffrb^p inoooML withoat any deduction whataoerer. reeeiVed from 
all Mnroaa by the aaid oorporatioa daring tba year atotad, and toai tba nei inaoma tbarain eat forth is the fall amount npon 
which Iha tax at 1 par oaDiom la to be oalcnktad aad aaieasa^ 

Swoiui ASiD v u WKmxsfD to baffwa ipa this . . . - ■ ■ . , ., 

4iy of ■ . -, 19t ~ ~^Frmirid*nL 




I A.-lbo MM aaem of iaesMiw«i««d 4ali« iU yw «<■ ^ noeai Ad, h lbs aia of a mmmiIIo conmlfaa. oMfal of llw total aMuat 
(d 1biwhla««BWy,« i«» oniraWBS vbhA ^3n iki^lHMca Uf aS Ika priea foolTid far gaaib aoU aad Gooalol redapm^iwd dniiw iba 
h aa ^AHoD el a Avfa to aaarcooatol ikaaoacl fl»» Iwf kiy at b »1iiiiIb> a< tka yMtaaiaaaaMlothaaGOoaMol (ha laia oftha lavoiiioryd tlw 

..— >w. BsliaeeMNeahraddQriMttMTaarbnaolbaranucaihlMilodUla-dlvMawlaiaealTideaiioi' - - 

t aibtiaet t« Mi toz or b% md lataMt aMaivadapoa ablMoM «l a State or polilleal • 
v^MdoH. Udalariirfa^MiaaawBtBaa«oaigdhaUSetataaalallawBDiiW 
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BTwcuL MMfoa-nm foiii,-nonM.T nixiD orr iica Booirm. must ii n thb ijarM •? m couictOB ov nmiiAft 
mtrmnm worn twm Msmor n wnov n kooati> thi puhoipal »imiifriM omom •w'rmm ooBroBATi6ii mabom im 

■ffriJBlf, ON OB BVOU MABOM 1, Df OABB TIB BBTUBIT IS BASBD ON TBB OAUMBAB TBAB, OB VmiN M bATS AfTB» V BE BKH - 
BATIOM Of TIB fWOAft TBAfc Of CASB TIB BBTUBH IS MABB ON TBAT BASIS. 

vob VAnoBBToooMnT mn tsn pbotision ot ■rasKAw, tbb akount or thb AbsBBSMiNT is mnobbasbb m ns carr 

ANB UABIUTT TO A SPBCIRO PBNAITT NOT BXCBBBINQ SIMSO IS INCVIBBB. 



1. ntaMtiin«lMBwlB«tlaoaiM*oal4b*«MtrKkllMeDUMtnr«llBtw. 
Ml Ba«MMQltfM4talrictla«Uck«lMeoipQiMbBhMltopriMlp*l|itaQ»«l 

I. n* priMlp*! phM «( ta^M M MMi te A* mC and ia ihM HfuMlBM 
b hM to MM tiw ptac* te vkkk tU boo)B«l weoMt nd o«k« 4rt» te U OMd 
b fMpMi^ «k« ntam •! MBMl Ml IMOM m otdlMrily feipl. 



4. TUifldBvUolY 



U Mcb oAcv it Mqdbtd Ky kw to kM« • ml. arart U te| 
b tU vae* Nwrvid fcr Alt pwpoM. 
i. Tto artoB BMk U tow Md dwinto b cwy Mfwl wd bmI d 



t. U tfM iMon k bMMl vpM Ik* Mfw*r »Mr H Aorid b* AM vllh «k* 
Mttoetor M M- «4^ «• jinf Ay ^r Mnik Md MCCMdi^ Nch edMdar jMr, 
U tt Ii and* M th« bMto ol b«b«i tnuMtod dinli« ft IMSI ywr^ doty d«|f-. 
Mtod h ftcepidMM wMl A* tov Md (h* rv^toibMk A* Mta Mrt b« IM 
«IA A* eolbetor M «p %to« Of iMf Ay ^a« «»4iv rifM ■at/bOtai*^ Of 
A* dMWMtod « A< flUto V ^ JiMr l«v. 

7. !• aM«fridcMa«rabMa«««lM«Acari«4abad to vvUyA* niton, A^ 
, «e|]«!tor of A« dfaMet k uAadMd b MtoBd A» ttoM Iw Ubf Mcb Mta^ 
M«acMdlMN4iyataamA*dfttovhMMcki«tMmkoA«vk»dM^ Appl).- 
ertba kr Mch ntondoB Ao«M U a«U pHor b A» dftto wfcM A» toAm k 
dMk cr «itUB A* »Agr piSod kt vUA Mck «iMMbi k dtolnd Md CM 
topMtod. 

t. )toM N«. 1 •! A» Hkadik o» A* abvoM <tf Ak km dhnM M«to(fBdt 
MMNd «r kMoy atock. bM Mly mA tooekM hM ftdMPy bMB iMrf Md 
kr «ycb pi9««« kM bMB nerfMd; «r, to CM M atock k iMMd. Ami dbnM 
M aapoitod Mdar Ck Mm Ai Mortt tt oppitol actaally Mvbyad A Aft 



Mt h.MiirWMto 0* i^M m 



m kaa b«M ftettodly paU b a 



9. Iton.No. t Aorid batado oU btomlbaarii^ kdiktijaw kr Ao pir 
MBtof«UehA»«RtvaaftA««ritopwpaf«ykbaMd. b cm ol bMkl^ 



todaktodiiM mim Ak Mod. 

1*. Iton No. S ol Aft nUa km (ftnaa bcoM) AaaU bdoda all beoM 
dari««d km Aa ayawfkaa and miih—» * ot A* bvatam «kd pnpactb^ 



aAarvko b Ao ^M ol A* 

dtopndtaftdlMdDibcAayM. b A> cm ol > au i pM 
lAadaoil. or okll^ mdto Aa kM ol My kMp eomky. 
AofiMbaMoto bANABodkAapMOMMtofitobcoMteAoyatf 
Nooltf^ Itam bwfaM kwaaetod ftftd copltol tavoatod WAb Aft OUtod Stotoak 
11. ItoDNo.4(«)Ao«ldbdadoAototolaBouto(ftUoidbaryMdiiocaawy 
a«pMM poU o«t «l oanli«i b Aa mbtaMiMO ftftd oponlkn ol At bvAort 
■Dd pnpattioa of Af cocpoaMka, oto., oidaivool btonataad oAor pa^BMto 



TU aMuttAM Mdk kr M Ak ftcCDOBt b eidor to b 
00 oartond on Ao booki aa to ooMlituto a UftbiUty ^IwhiA Ao aawto ol A* M^ 
poaaKM. Tba aaMMAt ckbMd ndof Ak iton Aoold Mt oooor lomo b A* 
vaboofotodksaadbMdo. Oomm b Ao book tmIim of aacaaWaa oMOd. m 
kr oa obA doooM napMMtoft dodbo b Ae aetaal vftlM ol awh aacwkb^ 
Aoald b* dadnetod «ndi« km • («} of Aa MlwB. 

14. WbMdapiockttoBolpii^rfcrtpabportykaMdotBodbytMo— bufliBi 
BMtok NpBii% Ob., Md Aa ff^Maa o| a^di laaowola, tajiktrnMl^ aapafa; 
ote.. k dHigod to Aa gOMnl apaaaa aeeobrt, m dododka tor dopwcblfaa 
oMboaudobAoratovacfoiBMlaolbeoaM. Wboio « dopwckHoft toaarro 
k aot op. aU nnonk aod loptoemoftto auiat b* dtaifod to aock imnu aad 
Aft oddMoft to Ak mM««'#<b yaw Aaal b* a kk luwiiiia of Ao boa wMA 
Aft eoq^ontbft aMtoba by iMBtoOl Aft JapadaAai of ito pnparty. 

». Tha OMant d btoaiat dodaetfbb b Ao aMBMof h 



clAaaMofbtoaaal>iMb|failibtokiM aad Aa poU-ap e^tol atocfc oA- 
•towHat at Aa ckaa of Aa y«r. or If ao capttal atoek. Aa amaal of btomt 
paid wHbb (h« xiar M M aaooBI ol bdoUadam Dol oMaadtag Ui* aaaomt ol 
' ' oairioyad b Ao badbm at Aft dota d Om y«r; or b omo of • oar. 
iVJMMatodlaM - - 

■ offtfaiolii 
toMaaMMot^ai 

tka of So pi^Aap o^kai atoek oatatoadbf at ifha ckaa of Aft ywr, or II m 
capltoi atoek; U^ft a a iM l of oo f ito f «w pk| irfb lb t i toM at «m ehm ^<b pwr. 
wWdllbrwtaB iw w i ya»b«ei«>b*ipiar>>otokMA M i lw <ii<i rf aarfoapitof 
tumkdwtlUmdk RiAdAatob»to«f gra«aBiowilqfito«Maaudritod>Voai 
all aoMir vMb ond mUknU lb OWul Stoka. Afl btoMt didartlMa Mat 
^ cbkaad pador iMa • w Ao aata fctB. 

W. IMvidoada dacbaad « paU m aat dodactbto ftoto #m bcMa. 

17 DwiffaA wwkad^pM tk atod ^oHW iiui jiialfMiii aaM bft bcbdad b 
pom bcoMa aad art «b< didiiaflli A ia a k m b Aa aoetotobmM ol Ao'aai 
beoaM M whkk Ao to> k eaapabd. 

It. latoaart noalvad apoa Ao obitplkiB of a Stoto «v aqr polWeal flab> 
dIvWM AoMft aad apM Ao oUlpttkM of Ao Daltod Btota or fto paaanariaM^ 
Aadd bo iacbdod b gioto booB«, aa vaU ad all oA« iMank dw wd ftte»a4 
darii« Ao poriod lor vbkb lataiB k Mdft. 

tt. Acoaod btcrat k coaMoicd to b* btoaiat dM aad paydbb, aaeapt b 
Ao COM <d baakl^ or oAw alMDar iMtfblbM wfakk dm Aab ftcaeBBtooa 
AabaikdAabtoMloanad. laaUcamAftaecnadbtoatotAftBbftaipotbd 



ka man an aadi toaa% actoaSy paldwUda Aa 
yaar, aa M bvoatd by aaAaihy d Ao UaHod Btotoa or d ftay Stoto ^ Ttod- 
taiy Aoeed, or by Aa gi wwaaMU d aay karifa coaaky. aoi brbdliM toaaa 
paM by a eorpotalioa. paMatnl to giimniy, m ba boada «r Aa li 



tAaaUboa 



kr toaia, aa aach, k ad dodactbb. 
tl. Tba i^toai b eoMa of ai 



Am Aa aaa d Ao totol ako dail^ tha yaw pba Aa app 
d Aft braatoiy tt Aa aad d Ao yaar. dodad Ao am d Aft bfoataiy at tto 
b^^mii« d Ao ym ptaa Ao COM d Aa loodi aad mtoikk avckaotd dari^ 
lU yav; to Ak diffmnca add Om bmaa lacdvad ftoai aay oA« aaarea m4 

Aa laanlt ain bo Aa pwa laooBO to bo lapoctod aadoi Itaaa Ho. I d Aft lotan. 

IS. IlmNo.4(»)Ao«ldbdBdftallmtok«roAarpaymBfcift4akadtobo B. Omi bom* b Aa cm d • maokctaifat'oHpaHriM AaU bcteda A* 

loooacoaditkatoAaowAiaodMftorpomadoadAftpiaporty. beam totol lacalpto km tba ak d aU a 

a M property ftocapiad or aiad by. A^ mpmlka aay bcmaa b Aa broMoriad -vabft aaoMtobad Aaoa^ m aeceaalbl d Aa 
k paid aa a esadltka to Ito pomaabB aad aaa, Aaa boembf b A* aaton d ft 
Mtol cbaico.aacb btomi ekai|a toay bft bdadod b Aft-dadadka'aadv 
Akitm. llor%H«faMl*kdafta.aaaBBMdoraaaMiiBod,mpaDpoi«yt9afdeb 
Ao corpoiatka kaatakM «r k takl^ titK or la wbkb it hM m «|nlty, or b 
Ao acq i i i faMt d which Ao aaar(|a(a *aa caaaid««d a part d Aft parchaaa 
prlco. k hold to bft p dobt d Ao coipondM aad btamt paid M aMk bdabtod- 
am will bo dadactbtooBly aadar IkM e d Aa toCaiB. 

U. Tho oDoaat ekkaod aadar IkM No: 8 O) kr dapaacklka ^ald bft lack 
M aaaout aiiiiiiaaii tha Im whkh Ao mpur a liua actaally awtalM dari« 
Ao ym b Ao idao d balldb«^ oMckbory, aad oaA othar proporty m k 
aabjad to do|>rocui.tko M aecoaat of wear aad taar, a a h aa a lk a, or o k ai l mMea. 

SPBOlil. N0T1CB.-ANT OmCBB OV ANT OOBPOBATION BBQVIBBB BT LAV TO MAO, BBNBBB, SIGN OB TBBIfT ANT tBTUBN, 
WBO MAHBS ANT riUB OB FBADBCLBNT BBTOBN OB STATCMBNT Wmi INTBNT TO DBPBAT OB BTABB TBI. ASSBSSIIBNT 
BIOUIKBO BT SECTION t. ACT OP OCTOBBB S. Mlt.TO SB. MAB^ SBAU BB GUILTT OP A MIBBBMBirOB ANB SHAU BB PINB 
NOT BXCSBDINO •t.OOt^ OB SB IMPBISONBB NOT BZCBBDINa ONB TBAB. OB BOTH. AT TBB BISC'wdTION OP TBB OODBT. WITV 
TBB COSTS OP PBOSBCOTION. oa-am 



Skhkad aad aalaywd pradaet. nw mlarial, dc. M te^ d tte ckaa d Aft 
pm. 

». Tto tU bc«M Ah amitobed Am *Mdd bft addad (hft beam Ml 
ftMnlac or laodvad toiaa aay aad all dhar aaai«ft% Ao aomda Am i 
'tabod to bo tha fma bceaao to bo lataraod aadar Itm Na. t d Ika n 



waD aa Aa lavaataiM valM d Aabhad aad aaflafahod pradacB^ mr MtorW. 
ato., Aa oDrpontloB wm larhMb ia Ita dodadba aadd Itm Nft. 4 an a^Mdt. 
torn kr aBfttarkl, bhor. tad. aad oAar itam fgbt to mha V Aft cad d Aft 
fDoda aoU or bvoaloriad at tha Md d Aa year. 
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l*MaMii«M ■f c -yiw npi^ii OiwiM a, ma.) 



M^SOEUUANE OIJS CO RPORAXIQNQ> 

«rtrtWOf *Ifr/»B^lflf /wwrf-AFi^ >ror m/A/ 



mprmipoiptKttf^Kims^mkiaisboaMit 

GfyMttm tf in 1kg Stt d of » .... 

(XWyw** M WMhvlMr Mid aMMH tha cataadM' jmr «r Inl fMT « the OM* av b«.) 
|.totaluBO«aiof Mid^BOftpilal ito^k Mtftaoainc at oIom o( the jMr. or If ooouitol atoek, ih« 
«apiteleBplof£ltt^biubtwaittecio«or tUjMr TT n.. 

t.TatrfA»»mtofborf^4iadoth>riiirt>Uadnaa»wit«Uiidtogfctcio«>of ytar I.... 



9^ QMH IxoMU (smVoU A, mmI iuimettoa^ pM«ff>«pbi 10^ IT, 18, and M)... 

OCDUOTION8. 
4. M tb ta UM Ott a t of >mh> oidinwy »ad n aewn i / wpeaw paid within tto 
warJaihamaiataaaacaaiidoparaMonof thabqaipaaiaBdpropa rt ka 
«f tbacorpotmiioQ, BXCLuaiTB OF maan PATKBim. (ScaMotaB.) t.... 
^) All nntali or othar pftjnaata taqnirad to Da mada aa a oonditioa to 
4ba«oiitlaiaad oaa or poiaaMioa of ib» ^rQMrty. (3aa paragrafkh IS 
aox«rana<xl tUaform). , •_. 

A. <a) Total amwiat ol toawa aaatalpad dwia< Ibtjaar net eoaipeiuatad bj 



f) ^9WI «BOBnt of aapradatioa for tlio y«ar. Oaaparafnpha Ifaad 14). *lu. 

«. (0 tbial -aaoBBt of faitoraat aocrvad aaa paid within Iha T«ar on aa 
MMam al bsirfad «r *thm IwitiNwIiiM ao» aioMdiM oaa-balf ol Qm ana of Mi 



Ximiliiilagla<abmBaBaaJIHpii»a»<!aptolilo<Aoal<aa<HBtatihad<w»oHha 
Mr. or M aoflkpi>«l«Mek. ibaaiinwnloi fclaiMi aiM wtlUatha|«ar«B ta aMsat 
kiatoaifcH»iwiBota«cwd>^lbaaMoartci<apMt|>layaJlaUwlWitoma»tba ^ 

«lM»allba]r«r t. 

Ql) Ibtal MBOuat of iotareat raoaiTed qdod oblintiooa of a Stata or 
MUtieal aabdlriaioa tboraof, and apon tlie obUgatioaa of tba Uaitad 
fltataaoritapoaatarioaa 



J. (a) Total tasaa paid daffaif tha ymr impoaad aadar aatbority of tba 
Uaitad Stataa or aajBtata or Tvritor7tbOT«of 



A 1.^ 



#) VoNlsa-taaaapaid A... 

Tor jiL. IXasucrwxs 



A NatiMoaiavawbiobtaxatlpareaBtamiscalcalatad #.. 



it^tacfciMpactivtiUA If Ihtrt |iai>(hia(t«n(mwl»Mr iu«.ilM«ar4 "M«a'*aMiA 



Statv-**— ~ 'Cwmly 9f , TO WIT: 

_ ,Tr«aid«Bt, and > ^ ^.vn— — — . Twaaawr.af 

tba , a aorporatioa, wboaa rotara of aaaaal aai iaeona la a«l forth ab0««,>Aag aavenlly 

dair awora, aaeb for 1 ' 
kaowladcaaadbcliafa 

"^ * ' ' "^ ' ' ' ^^ ■ -• ^ ' " Dt of groaa iacoma, witboutany d 

1 that iha aat iaooiaa fhoraia aat forth ia -Cba full aiioaat^^poa whioh 



k for bimaalf/dapooaa aad aaya •that tba foragotag report aad tha aavaral itann thirafai aat fislh aviL tolilabaat 
_ aliaf aad from mob iaforaiatioa aa ba baa baaa abla to obtaia, trae aud oorroct ia aaoh aad arary partloalar; thai 

tba aneuot of aroaa iaoono tharaia aat forth ia tba fall amoant of groaa iacoma, without any daduotioa waataoarar, raoBtvad Cfeoaa 
an aoaraaa Vr tha aaid.oorpteatioa dariag thajoar atatMi, aad t' 
the taxat l^ar.oaataiB ialo ba oaleaUtad aad aaaaMad. 



Mow A. 0km i i tw i ^i ll ooaiht<l thi twal tlOm p wm t mim M minwti haai tbaopia«ioB>i>d M aM i wwi t 
— al toe— ■ ftaia nl>w www, iadaiiit toi<iafciacrt»ad oaHocfc ol a«ba» ■Miiiminat. whmhm aa^wrt i 
MMMol aaiMtoor BOlMalMilidvUaa ttMrf.aad aaoa thtaM«klioM«l tho Uahad SMMorMi powiarfaaB. i 
WwLdnkoManTbiMdti '^ 




Uun B.~TW ii<»BU>M aatbciiafd Oan laclaJa all «xp«Mt Item* aadw Ua vwtow baafi acfcaot»»t i l m liabiliim by 

or ti n— a^ ate., at la aay woy U — l i iJ laaptlil atceaai. ow ao« j»op» JAcaaw wt mumlm mi mf ■aina l ail faaow* latotaa poU oa _. ^_ 

M iMl anan aecai^ or —d fcy acMptiiailBa^airUJoJaciod ia Om < tf tto Mmm b paid, m a waul oclfwaito chMff aamoat of abxh ■ laqalMd 
•a-l^Mda ai a cSatitaB «• tfia Miilaiii — mk piiiiiii« ol Ifto pioporty. Aa Maoaat lo poM lad ladadod ia Imm 4 ^omM bo aialod i i pri oM y aato 
hmiiJ^y. (aoa p Mar apfc PoaiowiwoUhbl— .) -t-ii* 
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IN8TRUCXION8 



awwA t »onca.-ran vmm, tionuT piluv out arb ■xtuiia . Mmrrii ni tkb iaxm or m coluctoe or nrriuf al 
Bsnanni ros Tn mbtbict m wdch n iooatd ma rniioirAL bobiw ih omoB or m ooBroiATioN mahiio thb 

BBTinUt, OR OB BBTOBB MABCB I. Ill CASB TBB BBTOBN IS BASIB OR TBB CALBHBAB TBAB. OB Wmi* M BATl ATrBB TBB 101- 
■AtlOR or TBB riBCAL TBAB IR CABB TBB BBTUBR 18 MABB OH TBAT BASIS. 

rOB TAILUBB TO OOMrLT WnV TBIS rBOTISIOR OT TBB LAW. TBB AMODRT OT TIB i 
AR» UABIUTT TO A SrBCiriC PBRAMT ROT I 



E. nk ntn of MMl M« IMOM AomM b* iM wtt Am Oritacto ol li 

wH BOTMMofOadiMeCiBvMdkihacavMHtoBkii 



t.n»priMipdpb»rfb 



» M aM to At Mt nd to ««• M 



to fHpMtaf A* Rtaa •! auMl Bd tooB* «• « 

t. BatoiM BMt k« ««1M kr t«o «aeMi rf a* o^amlw; Itel H by tn* 
Iml MimlM, wmmtfy. A* ywriiitoi. riot yiiidiwl. or o*« fme^ oAar, 

■ 4. 1W ■fldtnrit of vmtetlM aoM bo Mdi biiOT • Mtay nMfe or MM 



MoMh o«c« to M4«in4 by tow to bft«» A oial. mrt bo i^^ 
to Ao tpoeo nnrrod for Ibot piiipoii. 
S. n* Mtoa BMt bo ttw oad oecwato to cMiy l o^oc t nd ■ 



«. If ibo artu* to boMd ^oa tito atoiAr fm B Aodd bo 
odtoetor o« or «4^ «t >« AV ^ BtoA Mit oweoodlH McB 
M to to aodo «A th« borio ol bvtooB toMMtod dwk^ • fnrf yow. Ady do^ 
Mtod to oeoMdHKc with (ho tow Md (ho loptottaM, Om Mtoa Mto bo itod 
wUB (ho eoltoctor «« or tfftov Ito toK.4v ^ tor «M^ ywM M«>bBbw«W A« 
AM A^ywlti 00 (to ctow ^ll« jiHO< par. 

7. toe— oCdcta«iori b o w« oolo»iiaiw m B lo i d to<wity(hoiolw».Ao 



caOdoyob 



■ dMid bo aodo pitor to (ho doto wb«i (ho ■ 



coBboBodotolho 
b oto apb on loamto ODd Mpto 
P thoodditfnto(hliiooin«OMh 
(ho ONporotiao flwtotoo by mm 

U. Tho oaooBt of totm 
ptod wUhto tho yoor «B boadod or olhCT todotoodaoa Ml o 
ot(ho ■— ol Itoiinto liiMli^ todobtodiw oad (ho poid^ ovftol toock •■(• 
oluidtof ot (bo ctooi ol tho ynr. or H ao e^ilol Mock, (ho onaat «f ii 
paid wfthto (ho yoor «a •■ ooBinto of todobtadaoH M* oMoodtof (ho OM 
aptaol oonptoyad to (ho toidaoa o( (ho ctoao of (ho yar; or to caM d a ov. 
> w toto a.j»tolilo^ <o i f o m or a 
(hobwaofafg 
to aa aBBoaat of a 

(ka €( (to paU^p apitol dock ootatoadi^ to (ho Hooo of tho jmg. or IT ao 
oidtol toocfc. (ho oamat of tfiyilof aaHqarf to tot toMHM to A« dooi V <>• riv. 
witok A« ^wi oawMl ^«tt tonow/w tot |Mr>toai toitowo •oMOridaa/oitHW 
toMitad atHto Ito OWktf Bbtoo toOT to (W fnw oamnu y lb « 



a lto»o»MolAooe>adatooa(hortiMWol(htoto—AaaldaD(todad> 
d or tonmy otodt, but oaly oaA olock 00 boo oetaotty booa imod iad 
MBI kla booa neotoad; or, to euo ao otorit to ioBMl. (hon tooaid 
bo nrortod odor (hto Boa (ho oMaat of capitol aetaolly oa^loyad to Ao 
bwtooa oad fwptiy ol tho r opt a ttoa. la cum vbonto (ha opltol otocit 
ktMBodpayabtotoJMtolbBMtoorapoao— oaSoalyaoaoAoKhocopllol 
00 too booa octnlty paid to apoa oucB hidltoiiitoor ■ iit ^oidd bo 



abarii^totobtoitow 




t or ito pH>porty to bw a l la • 
J hiadtatooiiL diyadto Aoall aot ho loporiod ai 

h told hull Mdortotoboad. 
W. Itoa Ro. 9 of (ho I 

opatoioaafadi 



oto «dBoby< 
olhorwtoo to Ao vriaa of (ho 00 
iBMnooraadttidtopnBtMdtoMdBftocthoywr. la tho laoe of » ootpora. 

• Aa toaa of oay fanfn eoaaOy. 

oto U ■Haiaod to (ho pnm oawt of to toccaa far (ho yoor 
d oad capital tovMlod wUhto (ho UaUodfiiotoOL 

U. IcR».4to)*— MtochwtoAo(oalaMBatofoHofdtoofyadiiiiiwiy 
aapMOO pold oat of oamii^ to (ho mtotaaoaoo ad oponttoa of tho bootoooi 
oad piepwtkaaf tha«aipHBAia.«(c..«icl^«aof to(ontoOBd MhorpojmoDto 
to ha IMod oader (hdrio9oc(too hoo^ oa (ho M«an foiaML 

IS. ItaRo.4(ft)AaahltocladaallMtotoaroUMr|»yn«iatoroquii«dtoba 
aMMtoaooCTadftloatothocBattoaodBooornHwanBOf ihopiopofty. laeaow- 
wh«a totoroto oa a mntlBUi oa pnpofiy occoptod or uomI by Ibo oonpHatfea 
to poU 00 a Goadhka to Iti poonorioB oad,an, (hoi booooitof to Ao aafen* of a 
i«(ol cboiRo.ooch totmto cbaqo aay bo tododod to (ho dodac(kB oador 
ihktoM. lfoilc«otodrb«odaeoi^oMaMdoruaoMiaod,«apropoftyto^kb' 
(ho QOipantka teo lokoa or k totong dtto, or to whkh ithao oa oqaiqr, or to 
(ho a oq uk — a t of whidl (ho aiiiiHH" «■■ eoeoUorod a port of (ho p mcl iaM 
pika. to bold to bo a dobt of Ao CMpotmttoa aad ntoNo( paid OB ODch todoMod- 
■aa wlU bo dodactibto only «ad« Itoa • of tU I 

n. Tho oai«aB( datoMd aadw I(am Ro. ft (») I 
oa aoMuat h ■■aaaoi tho l«o whkh (ho OMpamdaa octaolly oiulotoo dariag 
Aa yav to tha voltto of bnUdtofi, marhinoty, oad ■och o(bor praporty ao k 
odb j o tt to dopiadotka oa accoaptaf woor mi tear, at b oao twa . or o b ootooc r aca. 



Ho 

oaoi 
poial 
vriao of toocfto oad boado. 



laotoBvwkMototho 
to Iho book niaoal acarllko owBod, o» 
to (hoactool vilMol oach flocariHai. 
d ba dodatoad aadw Bon S (o) of (ho itkaa. 

W h o w drp mi k l kaofphyifaalpBipwyki a ai kiBnl by t oaa ato ^aiphca- 
K npotai, etc.. oad (ho aipoaoo of a ' 




M. DMdoado dOGtead or pold on ato dodaedhto Boa yoa laeeaM. 

17. X»iiitoiii miimimramlki towl if odW tiajaiiiia aat bo lotlaitod to 

^— toooao oad Oft ato t take lflt i ( h oioS ua to (ho ii ii l i l i I ol Aa aot 

tacoao oa whkh (ho las k eoapatod. 

U. TiilMtd laeotoad apoo tht nliUplkao of a Stoto ti aay yolUai ah- 
divUoa tbmof, oad apoa (ho abl%MkH of Iho Uahod SlalM or ito paaMrfoH^ 
AoaM bo toctodod fa ina tocoaob u wdl H aD o(ha totonto dao oad aooaad 
datlivthopoikd krwMAntaiakaide. 

1*. Araaod I I k oocahknd to ba Itoon 

Cho OMt of baaki^ a o(h« riaritor tad(a(faH 
od. Iaancaa(hoM 




kr (Buo, a oDch. k ato dcdactlbk. 

n. Tho gna« i^Moao d aaaaaatik oapoaatkM dtoaM ha ooecnolMd to (ho 
kltowli«aHBatr Raa tho ooa of tho total aakodatosAajiawptooAoaaa 
of tho towaolory to (ho oad of (ho yaw. dodact (iB aa of Aa tovoMaiy 01 tbo 
b^rtoaiiV of tho yaor ptoo Iho eoai ol (ho fooda aad aatorkk parebaad datoc 
tha year; to Ah diSoroaca add tho toooao otnlvad haa aay otha aouiet oad 
tht laalt wiU ba (ht ina tofloao to ba loportod aada Itaa Mo. a of (ha atoaa. 

22. Oiwi tacoao to (ho oa of a Matkctori^ capooattoa AoU lactoda (ho 
(otol aoolpto boa tho oak d an ■aBBkctaad fooda aald daitoc tha yaa pko 
oay toowa to (ho towoBtarkd valao aoitBtood (tooi^ aa aeeaaattos of Ao 
toikhod oad aaaahbad pndato, aw aakiitol. ate^ on hoad to (to. <toa of (ha 



23. Tb tho toooao (ha aeartoiaad (hta Am 
Qggatog. a aoalttd Boa oay aad oil othtr ooawo^ Ao infi#(i (toai 
(otood to ba tha ^vm toooaa to ha atotaod aeda Itta Ho. S of (ho « 
km. Stoeo (ho pea tocatoo (ha ooecrtolaod a«a 
«yi a (ho tovtakrtod votoo of Aakhod oad aaflaiAod padacl^ aa ■ 
Ode., (ho oapoatka wfll iaetodo to to dodactka aada Itaa Mo. 4 aD oiVOBdi- 
tana kr aawkl. kba, tool, aad otha toaa iDtos to Boha ap tho ooto of (ha 
fooda aoid a toftoatortod to (ho oad of Ito yaa. 



sraaAL ROTICB.-AKT OmCIB OT ANT COBTOBATIOR BRQDIBBB BT BAW TO MAO, «^BBB, UON OB TmilT AR T BBIUMI. 
WBO MAKU ANT TAUB OB rSAUBUtBRT BBTVBM OB STATBMLKRT WITH IRTIRT TO VBTBAT OB BVABB TBB ABSBi l l lB H T 
BBQVTBBO BT SBCTION t, ACT OP OCTOBIB I. ISIS. TO BB MADH. BHAU. BB OVIIiTr Or A MIBBBMBAHOB ARB SHALL BB WIIBB 
ROT BZGXBBIRO SS.OOO, OB BB IMPBIBORBD ROT BZCBKMRO ORB TIAB, OB BOTH. AT XM BUCBHnOR OB THB OOOBT. WITH 

ns COSTS or rBosBccnoR. -wva 
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.Oislnatf- 



Ftorm 104O. 



INC OME T AX, 

▼MS l»KMAI.TV , 

VM rAUOK'n lAvc ran kiwn jn 

lie nUM «r IKCHUCIM ^ . 



FUt Ho. 



Ust. 



numc m m mnm. Pag§ . 



£m~ 



tmiTED STATES IMTERNAI. REVENUE. 



RETURN OF ANNUAL NET INCOME OF INDIVIDUALS. 




BUfytMTjwy. 



M m City, Ttm, 0rHaOfict§f^ 



.^tatttf^ 



" ' J 

(*Mp>g«S.li>*7)... 



1. 
& 
& Kar imeamm . 



t»d»cticM Md anaqrHtot aOomd hi tow^lwg tMoa« Mbfwl to tk* Mnul tax tf I p«r c«iL 



lioiM^cle.,«a4MltoIlka«tt. (8m pi^e S, Una U) 

II Amoontof iaeoiBe on which tbanoffinaltmhMb—cUdBdad 
andwithbrtdattfaeKwra*. 48mp^»S;11im9, ooIobu A). 



of AOQO or fikOOQ^ m fho omo mar ba 
San^lO) : J!-... 



• 4, f, and 6) 

athtebacalcalated. (Bea Inatraction 8). 





Mni tn tlMreon miMt ba «dcutetad u per Mhedala bafawt 




nroon. 


TAX. 


» •• * 90,009 •• " 78,000.... 


1 








f 
























9 • •• n^Mt • •• 100.000 


















» •• •• 380.000 •• " ebo.000.... 





























» " •• MO.0OO * 














Total additional or aoper tax . . 




9 








TMal normal tax (1 per oant o 


\ aaoant enlerod on liao 7). .. 


» - 








IWal tax HabllUy 


»..„„.. 
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This 
maU 



OROae INOOME. 

rbtg tkt tmrif$KifU4 om pa ft t. 



imnmf nu iM i If ar metnui ft tkt uidutJml 



DEaCRIPTlON OF INCOME. 



I. XaOl ■BHWideHyadlma ■JaiiM. wt mm, orcom|i 
ywiniMF ■errlo ct whaUvnr Mad mm ' 

% IMalamoqnid 



■iioQfor 



is wlMl»T«r lom psM. 
ed froB prolMrfopih iroclfciiML boila— l 



» 



trade, c«Diiwraa^ortd«MrdMUng»lB pnfMrtjr. vbaliMrii 
•r penoMi, gaMring <Ntt «f tbaownefrfilp or 1IM of or ialw 
In raal or ponoiMl pivpeity, lodwHag Doodib alook^ «te. 



9L VbuI aoMoal doiivod frov mta and fram fntmat on notes. 
f Mid aMnrilio* (othw than ivportod on Uaw 6 



4. Total aBooni of aaba and prqdta dorivod tnm paiUMiahip 
bvliMi^ wkelhar thotuM bedlrldodaiiddtatiilMitd or aol. 



ami 



amooBt of flsed and datanniaable aaanal 



loalniii^proati 
bopda ana BMKt 



pigm or daada of tnMt» or oCbor ainOar 

oarpoaatioB% joint-atoek eomponlaa or am 

i— aimea wwipanto^ whathar payablaaanoaBy or at 



CfMal 

of 



ofiw» 



for«^ in caymant of 
aiMopon/o 



^chOQfclL>l 



in/armi e mal r ia mm opon/orwMi aior^o^^or liko ob 
tkMO (wit nftyable la tho UoltadStatcs), Mid alM> from 



M«% «ii«ek% or bUla of «xohaiigafororinpaara«iiof any 
JUHdMda vpoB tha atadc or intaraat npoo tColil^ptiom of 
fani^ oarpnwitVinfc aMD^aWan^ aad iaadianoa coQp ' 
anywad ia^nSTia fonlfB cooatitaa. ' 



t. TMal aoioaiit of iaoonie reeaKod from fldndarias 

fti VoM Mtooat of faieoma daiivod frou Miy aooroa whatavar, 
aot tpfcMed'or CBteved (tewhare on tfab page 



TOTAU 



» 



A«8saoASs ToTAia o» Ootvim A mmp B ..... 






of {Boen»deri««d iroai dividaada OB i)m ahMk or from tho a«t aamiap of corpo- 

"-"—*- ^>.^ MMM J a rt o n ^ or inaaiaaoo fimnpanlaa aobjact to lika tM(« 

r»»Umtanim}lm40i tm fan.) 



<kaaalBca«M'*(to1»a«nte«adoaUiMlQf 0ntpi«e).. 



». 

I 

• 
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QENCRAL. 0£DiJCX10N8. 



I. The unouaft of na o M Bfy «xpaBM> actimllir fwid ia ourjiag on kMahmm; hciX not iododimi 
•^ ^ ' — ' *^' 1 iM)t liidading pemow, Uvug, or lamll^ cxpcnan 



boiiiMMezpeMMofiMdneniiipi^aBd i 



2. All intorart paid within the jtn on peiaona! indebtadna^ of taxpaxer 

a All natiooal, 8tat«i coaaty, acllbol, and municipal tuoi paid within the year (not induding those 



4. LrOMNa actoally matahiad daring the year incunad in tnde or aiiring from ftres, Jtonna, or 
iihipwraQk,aadnotoDmpeDMtedfor i>yin*anaieeorotherwieo..., 



S. Bebta doe which have been aotoaHy aecertalnad to- be westUem and which have lieea ehargv! 
off within the year - .•..: 



C Antonnt wpiawiiting a reeaooabft aHowamse for the exhaoation, wear, anA tear <A vtwaifj 

■ ' ' • ''7m«btin\he baainam, not to exceed, in the ome of o3aM^ 

~ ~ie otttiNit I6r the year for which the compatatfon 



aiWng out of its oae or emplovmebt in the 1 

SpereoBftoithaimMBvalBaattLamineof the,-., ^ ^ 

ia mada^ bat no-dednetioa ikall be made for any amooat of expenee of restorina property 
or making good the eshanatlon thereof^ for which an allowance ia or haa been madS — 



. Total "GmiaaAi. Danocnosa" (to be entered on line 2 of tint pege) . 



AFFIDAVIT TO BE EXECUTED BY INDIVIDUAL MAKIHG HIS OWN BCTURN. 

I solemnly awear (oraflim)tfaat the foregoing retain, to the beat ol my knowledge and belief, conUMlA Btaa^Md oomplet* 
■tstament ol all jaJM^ profit^ and ineome Teoei?ed by or aoeraed to me dnringtfc* y**r fof l'^^** *^ ^^» *• ""4^ «>*;<?*> I iM> 
entitled to all the dedndions and examptiOBa entered or claimed theraia, nnder the Fedead lacama-tax Law «f Oot^b«r X Ml ■ 



Sworn to and aahMrilied balora me thJa^ 



day of - 



AFFIDAVIT TO BE EXECUTED BY OULY AUTUOBIZCO AOENT.MAKINO BETUim FOR INDIVIDUAL. 



I solennly awear (or aflirm) that I have safleieat knowledge of the aflieiis and ptQ|Mfty of . 



to enable mats makea fnll and complete retnm thereof, aa4 that thefongoli^ retan, tothebcatof my kaowledgiaDd lMliflf,«MlailM 
a tnia and eomplela statantant of t\\ gaiaa, proftta^ and Ineome reeeiwed by or aocruad to wM. ladividaal daring the y«ir lor vidch the 
retom ia made, and that the and Individual in entitled, under the Federal laeomMax Law of October 3. ttlS. toiB «M 4«iiKIIon« 
and exemptioaa enteral or claimed therein. 



Bwom to and ■obacribed before me tbie .. 



<U/of. 



•««L OP 



I8EE INSTRilGTiONS ON BACK OF THl6 PAGCl 
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INSTRUCXIONS, 



1. lUs ntura aball Im made by ewwr «Mmq ol Um Unitod 
Staim, whether nrnding at home or abroad, and by every pemn 
nadiag U) the United Statee, tbougSi noia dtiaen thereof, haviag 
a ntt taeoau of tS,000 or over for the tuable year, and elie by 
eivery uomrndnU alitn deriving income torn property owned 
and bnabcar. Inde, or profeerion earned on tn lAe, Vmltd Statu 
by him. 

2. When an individoal by reaeon of minority, ddmeee or 
ether dimbiMty. or abeence from the United Statee, ia unable to 
make hie own retutn, it may be nmde for him by bis Ally otitAor- 
«Mf repreeentattve. 

S.~ 3%e nonnai lax of 1 per cent al^ be e m— nd on the «ota} 
net iiveme leee the specific exemption of $3,000 or 1(4,000 ae the 
caee iday be. (For the year 1913, the qMcifio exemption 'aUow- 
abia ia I2,S00 or 13.333.33, ae the 'cu» may be.) [U, however, 
the normal tax has been deducted and withheld on any part of 
the income at the source, or if any part of the inoonie ia received 
aa dividends upon the stock or from the net earnings of any cor- 
poration, etc. , which is taxable upon its net income, such income 
shall be deducted from the individual's total mC tiuonw for the 
purpose of calculating the amount of inomne cm which the indi- 
vidual is liable for the nortnal tax of 1 per cent by virtue of this 
return. (See page 1, line 7.) 

4. The oddMoiia/ or super tag Aah be calcultted •■ stated on 

3. This return dull be filed with the CoDector of Internal 
Bevenne for the district in which the individual leeideB if he hae 
no other place of businem. otherwise in the district in which ho 
haahis}»tnapa<|ilae«!fKsMMSii.* or in case the pemn reridee in 
a foreign country, . then, with the collector far the district m 
which his principal businen is carried on in the United Sutes. 

6. This retutn must be fil4d on or before the first day of March 
succeeding the close of the calendar year for which return ia made. 

>. The pmeffy tar failure toJiUtke return within the time apeei- 
/edbjf law i» 920 io 91,000. In case ol r^^fusal or neglect to rendor 
the return within the required time (except in esses of sickness 
or absence), 60 p«r cent shall be added to amount of tax assessed. 
In caee of /alw or fraudulent return, 100 per cdnt shall be added )o 
such tax, and any person required by law to make, render, sign, 
er verify any rMum who makes any false or fraudulent return or 
•tstement with intetnt to defeat or evade the assessment required 
by this section fo be made shall be guilty of a misdemeanor, and 
shall be fined not exceeding |2,00Oor be imprisoned not ezceed- 
^one year, or both, at the discretiqB of the court, with the costs 
gf pnoectttion. 

ft. When the retiiza is no£. filed within the required tUM by 
reason of aicknem or absence, of the individual, an exiMoioB of 
time^ not exceeding 80 days from March 1, within which to file 
su(^ return, magtbe granted by the collector, prowided aa ap^U^ 
cation theMor is made by the inHividaKl within the period lor 
which such extenrion is desiasd. 

9. This retom properly liUed out must be made under oat^ 
or affinnation. Affidavits may be mado before any officer 
omAoriMd iy 2aur to administer balha. If before a Justice of th* 
peace or magistiate, not uaiug a seel, a eertifeaU <tf the cUrk ef tha 
eourt a»lothe authority of snch officer to administer oaths shoold 
be aUadkd to the rotum. 

ID: BxpoBao ior medical attrtdancc, sliore accooati, iBfflily 
suppUes^ wages of dqmeeric servaatt, cost of board, nwsa, or 
house nnt far family or personal uae, an not expetua that eon be 
dtiueUdfrom prost inoo«K. In case an individual owns his own 
W^<taKt tl<.S*>l sot deduct the estimated \'aluo of his rent. 



neither shall ^ be required, to iadnde such estimaM i 



■tslor 



11. ThB farmer, in computing the net income firam hfafaim for 
his annnal.retom, shall indude all moneys received far pndnee 
and animafa sold, sad for the WDoLand hides of aaimata ohiq^ 
tered, provided such wool and hides areeeld, and he shall dedaet 
thertfrom tho aoma actually paid ae pordiaae money far the 
aqimala aold or dsm^tered duriag the year. 

When animab were raised by the owner aad are sold orebagjk- 
tend he Aall not deduct IhOr vdne aa expenses or loss. H*. 
may deduct the amount of money actually paid as expeaaa fler 
pnidudng any Item products, live stock, etc la deductiag 
expensee ior repain on farm property the amount deducted muflk 
not exceed the amount actually expended far such rspaia dar- 
ing the year far which the return fa made. (8eepi)geS,item6.) 
The coat of rq>lacii« toob or macWmry fa a deductiblo esponae 
to the extent that the cost of the avw articka doee aot ocaed 
the value of the old. 

12. In calculating losses, only audi faasee ee rfiall hava bMa 
actually ausflrined and the amount of which has been defialtaly 
ascwtained during the year covered by theretuncaabedeductad. 

13. Perrons receiving feee or emoluments far prafendoaal or 
other eervicee, ee in the caro of phyridans or kwjrcES, dbnoVi 
include ell actual receipfa for aorvices rsndeved la the year far 
which return fa made, together with all uiqiaid aooguati, chai^ee 
far serviceej or oontisgeat income due far that year, if good and 
coUectiUeL 

14 Debto which were contracted during the year'faf whi^ 
return fa made, but tonad in said year to be worthless, mqr be 
deducted from gnaa iaoome far said year, but aucfa debto caa 
not be regarded ae worthlem until after legal prooeedinge to 
recover the saam have proved fauttlem, or it deariy i^pean tfcat 
the debtor fa iiaadvent. If debto contracted prior to the yeas 
for which return fa made were included as iaoome in reCura far 
yeer in which esid debto were cootiacted, and such debto shall 
sttbwquently prove to be worthlesB, they may be deducted under 
the head of kssss in the return f« the year in which such debto 
were charged off as worthless; 

15. Amoonto due or accrued to the individual meaibere of a 
paitnetriiip fran flie net eaniiag* of the paitneiahip^ whether 
apportioned and distributed or not, diall be iiadnded ia tha 
annual return of the iodrridual. 

16. United States penriona shall be iachided aa iaaanb. 

17. Estimated advance ia value of real estate fa not required 
to be reported as income, unlem the increesed vahie fa taken up 
od the boidBS of the individual aa aa iaoeaw of s sro to. 

'18. Costoof suito and other legal proceedingtariabg from ordi- 
naiy buriaem may be treated aa aa expenee of -such burinem. and 
may be deducted from groee iaoome lor Uie yeer ia which such 
oosto were paid. 

19. An unmarried individual or a mstiisd individual not living 
with wife or husband shall be aUowed an axemptian of 13.000. 
When husband and wile Uva together they shall be avowed 
jointly a total exemption of only $4,000 pn their agyega t e i n c om e . 
They may Inake a Joint return, both enbocribiag tfaanto; or if 
they have sopoiato incomaa, they may nmke eeparate letuns; 
but in no case shall they jointly daim more than $4,000 axamp- 
tion on their aggregate income. 

20. In computing tet iacomA thsto shall be oxdfadad the 
compensation of all officere and empfayeee of a State or any 
political subdivirion. thereof, except when sueb oooipanaatioa fa 
paid by the United Statee Qovecnment. • «.ian 
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QROaa INOOME. 

ataimnimut am9btilmfrtfttvaeaBtk»mi»»animkt^itlMt,fnifU»,m»timmMmmt^ 
^ftk0fidaduif,j^tlu Unfit ^^ktb9l^^fUkrm^ftk$tnu^9rmUU,4lt^pl0tkgtmrtf^^ 



DESCRrPTION OF INOOME. 



It af toMM «• «M* ki 1 



I. •Total aoaoQDtdarived (rom miMxim, wageiy or oompanttiioiilbr 
pflnooal stfrvio* ol whatev«r Uod and iftwhatVTV form paid. 



t. Total uBoant dtttrtA from p t otemloM^ vociilia 

imida^ oommMW^ or minor dofeUngiin property, wlMtlkor ml 
or ponooal, growiagoiit of ttMownonliip or no of or Intarat 
ia rmlor penooal property, tnchnting bood^ atoofc^ «te..~ 



H Total moanidciiTed from nnta and trotti btareit on note*, 
•moKlBKgM^ and aeeoiitifla (otiaar tbaa raportod on Up«a « 



A TMal amoont of galna and proOto darivad from partnarahlp 
baainem, wbather tbe aama ba divided and dMiibatad or not. 



9h Total amonnt of fixed and detannlsablo annoal galna, proflfi^ 
and iooome derived from intoreat npon bonda and mort- 
gages or deeds of trak, or otber similar oh U ga ti ons of 
cgrpoFBtioDs, * Jointetoek oompanles or assodatlons. and 
inaaranea oompanles^ wbetbar payable annmOly or at ^Mrter 
or longer peciods..«4 — '.. . — 



€L Total amomii of Income dariTed from oonpooa, cbeeka, or bOls 
of ezcfaange for or In pajnoant of Intetast opon bonds isaoed. 
^afinigneolalhiu and npau foreign mortgogn or like oblig^p 
tlona (not pa}-able in the United States), and also from coo- 
pona, cbeeka, or blUa of excbanga for or in payment of any 
^▼Idmids upon the stock or interest npoa the obUfiations of 



>«agaged in bnsiness In fqieigti countries — 



7. TMal amount of Income derived from any aooroe whatever, 
not spedfled or entered elsewhera on this page . 



AooaaoATB TotAia or Goloiuis A aho B ■ 



IOl Tbtal amount of Inoome derived from dividends on the stock or from the net earnings of eorpo* 

rstlffua. JointHStock oompanies, sMocistions, or insurance companies rabject to like tax -. 

(IW to «■!««« M Km 7 ar USri lata^ 
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DCOUOTIONS. 



1. The •rooonl of Metmuy 



nmry mmmw acMkOy piM in ctfryios m >iwiiw», bat aoi including 
of pMtMMMfftk aaA M4i««ladIiigpMOMI.llvififtorfisiiiy6xpeB«M 



^ AM JnKwH p>ia witM> t>» y<w <• pmowJ I xlwMtrtnim of tt»yty<r 



4. Lo w aetiMJIy wliinftd dBfiof th* y«ftr loeoited in tm^e or uWnc from flm, ■tomt, or 
dtiiywrack, and not ooo>p«iitwl for oy iawnaoo or othowrJio 



«. Ptbudno whMi Imvo teen adittlly Moerttloed to .bo «ortfcl«i» tad which hftro boon chiufed 
oAvitbinthoyMr 

C Anoooi ropfft^eotiag * TMfOMbiO oIlewMieo fbr (ho oxhoottfon, mmt, and toor ol pmporty 



1. ToUl onoont ol ioooiao dorivoit tnm. dlvldoodo on tho oloek or from tho net Mrningtnl eom^ 
mtioas, yant-ttoA ooopMlM^ Mioflotioo^ or innunnco e6mpnai€0 tabject to Uko'tns (liino 
M entry on tthe 10; pngo2> 



%. Anoontof ineomooo vlOeii ihononnnl fnsol t perouit haobeen dedocted and withheld at 
tbeaooMoCMopogoS^HnOakOobiMA) 

«. l^At DiovenoKo (to bo ealoi«dOQUaol«IAntp«ttt) 



& — : 



Jtf FIQAVIT T» BC IXECOICO WHCRC FIOUCIARY IS AH IMDIYtDttlL 



IwlMnnlyt 
Col. 



r<«raflm)«ii lain tho. 



"ffim JSSSif W Mi n > 



. 1^ tho hantfioiariat of tho ealat* or 



{ that tho foatootog reCan».to tho baatol ni» 
..^._--. '^''- o»«onirolanJ 



^aodboHii^eeaiiiMolraoand eoai3*tofta«ott«ntofai^ _ 

HMaatemmidnriagOio year for which tho ntomiaiMdo; that aii<r beoeOoiariea an entithMl» oader tho ledeMl XocoaMnv La»«l 
OMobcr 8. 191Sk toaUthodednetlona entwod or cWoMd thofota: tMoU certtfoaiea chdmlBa panonal exoDnOoo* Moaentodby thn 
"^ »horowilhineloaed;«ndthetoiaeooiainedthef«Untnoaiidoo«i9lotoli4ito)&naBil«and^^ 
D any poit ol «h* aoBonnt Uttod on line S ol tho flnt pago thereof .ha» been paid or to poynblo.- 



fldariet to whev a 

6wom to and anbacrlbed 1)oforemo tl 
day of , m 



AFFIDAVIT TO BE EXECUTED WHER( FIDUCIARY IS AN OMAIIIZATIOM. 
I aoloBBnly ewear <or aflnn) that I mm tho ..^ ..^........^ ol the ^. 



UOtMitefau.) 



, which organization ia the duly authorited or appointed . 



lor the beno6daitoo ol tho oelalo or traal of 
doiyBiitherfaedftoactfor 



berfaedftoactforafdfldadBfyi that^fonBoiotntoin* to the beaQ my knowhdge and belief. < 
itol an nalna, proAlib and income ooBing into tho onetody or oontrol and nani«enont of aaUl 
aaatatoddttrimr the yolr for which tho lolani io made; that «ld benoAdaitea^onlStied under 1 



0»u» wbttkw ITMIM. •xwBior, ate,) 

tbatlaa 

teompleln 

oiganlatioo In ita fldodary 



(•KiMtara «( oanr nprtMBUog adaefaiyk) 



day Of. 



MM. or 
emoH 

TAKINn 

«rviD«vi«: 
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INSXRUOXIONS. 



L ntadvlM dMlI. irbm A* amml faHaMt of my 1 

ciwT ki iwsoiM Movfaif aad payabi* tfanofh aid fldnefarj it 
ia «io«i of fS,000, BMk* Mid Nodar » ntom Oft tbb foim of mch 
iaooa* of &• IMiVon or pcnooa loririiaB thqr act, to the OoOtelor 
iof IvtatMl Banwiaa of Oa dfatakt In vUcb Oa fldadwy x^ 
iddw. TUiatamdwllbaaMdaaipaavidadhaNia. ^-"- 
A•iw3a■Mia.dilta«Mtodflrmt flaaPiaaiuj^Padi 



Wdad in TVMMinr I>Ki4« UOS. iHMd HofwlMr 18, Iftt. dMB 
baMadaoftp—alofthiaiatanCgtTfa^tfwwoBAaaaaMofaadlt \ 
banti dM y of A» tnt at artrta, t iM> a aMoat of iacoma paM <r 
aoawd to mfc limiidihij. dw aaoout of t- t ' T^M rhl»rl 
^aack bflMflekry. if wy, tha anMMmfcof inoonaoft^wkkb Ad«- 
ck«7 if Uabla lor tas, and tha aaMDBt of iBoona wtthhdd fair tax. 

a. WhaMaav«naiiidMdiHliaelioiBtlyiftafldiKiii7oa|iaci«]r, 
lahn tkia nfm it m^nl it may ba amda aftd aMcotod by 
«M of tm araioaa.. l(htiA Aa fldodaty fa aa of^nliattwi it 
ihan ba iipiad and aa acntad by tba PMUdan^ SacMtuy, or 

4. Ab colna dwll ba fliad vltk Oa Odlaetar ol lalaKaal 
Banmna lor tba dirtriet ki wWck Oa idMter Mida* If ba bH 
»• albar jdaoa of bvnfaMii^ otbanriM ira Iha dlrtriet in vbldb ba 
bM Ua prindpaT phoa olWaaiB. 

C TbbiannntbaflladoftaclMlBMt^fliBt^allfaMk 
I tha dooa of tba oalandar yaar for -vbich latam li 



t. Iha ponaltT lor fitilafa to flla'lba wtiicA arKUa tba tfana 
■neMad by kw fatlQ ta I^OOOi IncaaaofMinialarn^iiaatta 
Mdor tb» Ntan wilbin tka laqnbad tfaM <anapt in a«a of 
iidoMai or abonea) Wpar omt Aall ba addad to anaoftt aC tuc 
aaaaad. lB«aa«offolaaorl^aada]antr«tiim|Mp*«aftt 
«haa ba addad to a«ah tax and » ina Mt anaadlBf 9MM' 
or ImprlaoBBaBt aot anmiWng ona yaar ok bolk aay. ba 



7. Wb«B Iba wtam it not fllad vitbin tba nq^ad tine by 
TCMon of ikkaaai or abanca of tlv» fldneiaiy, an axtaftdbB*ot 
tiiM not «xoaadii« SO daya from Uaidi 1. trilbin nhkb taflla 
n may.ba paatad by tba CoDaetot, praridad ani^pli* 
i^or fa amda by tba fldudwy wilhia tba poiod lor 
kaxtaddbBfadadrad. 

$. Ibfaiatampropady Ailed oat BOMtUmadaaBdar^adi or 
affamaifan. Afldavfai may ba amda botoa any oOoar aaOar' 
faadbykwioadmfaifataroatba. If baioraaiiiatioaaf tbapaaoa 
ar naRfaliata, not i^b^ a oaal, a«aitiflcata of tfia daik of tfia 
cowitaatattaaiithoittyofBB ch ofloa r taa Hminfatar oatbadhooid 



^Tha Ibflowlac iaatrmtlaaa, ao far a* apflledbla^ wa ta 
ba avnaldaffad by tba tdneluy In datemlftlaK tba iMovat 
•f laaama aaBlBg Into bfa aoatody oir aontiol aad maa- 
ifaaaMt wbiah aboald ba lapottad la tUa latara •■ paga 
j; aad tha dadaattoaa wblab aboald ba laportad oa pacat. 

f . Bxpanaa lor madleal attandanca, atom aooovnla, family 
aappUm^ wafaa cf domaotic awraato, ooit of board, rooai, or 
baow not far famfly or ponooal nM,-aia nat-axpeaam that caa. 
ba dadnctad faom gram inoona^ la caw an iadividoal owaa bfa 
ova nridcnoa ba caa not dadnet'fba oitfanatad valaa of bfa raat, 
naitbar dttll-ba ba faqaiiad to iadiida aneb aotimatad natal of 
bfabaaaaaaiaooma. 



10. TU 



inrompirti^^anat 



-^ —.-.^ aoU, aad far tfia wool aad kidaa of aainab a^.^^- 
taiad, pnvidad mch vaol ad bidar amaold, and baabaP dadaet 

' itfiaaoaaaetnaO^paidaapiiicl -^ . 

* tbtoa i l dnriNi <by yaar. 



lamadMlbytfaaa . 

wt dadoct-thafa Arabia aa aij mam or baa. M» 
Kioat of moQ^y aetaaOy paid aa anna— far 
a pradaefa^ liva atodc, ale. In-dadaelfa« 
laa faoapnpartj tfaaaBBooatdodaetad ma* 



-J yarn far wUAl tba lataia fa «adiu (Saa paga 3, ilaaa M 
Tba oQit of npladi« iMbar maabfaMiy fa a dadnetibla axp«aa 
to Aa axtanttbat tbaoqptof Aa aav aitklaa doaaaofaxoaad Iha 



U. Ia>cababtfiy brnm^ oa|y aaA bmm oajbalT b^va ba« 
aotaaOy aaatainad and tb* aaoaat of vUefa tea baaa dadaitaly 
aacartaiimd dniiac Aa yarn oovmad >y |ha aotoia oa ba 



albar awAiwi^ aa ia tba c. » r^ > <- — w,.^ — ..., 
bidado alactaal laedipla far HrvicaaNad«ad i9 Aa yaar Jar 
vbicb Aa latam famad«,'to«adMr «ltb an napald aeeonafa^ 
lIibi»w faaamrfaai^ ar daHlijiil Jawf— dat far ftat yam; it 



tf.tbbai'aiddi «< ^ ,_^ -^ ^ 

ntan fa mada, bat faaad ia add ymr to ba worfldam, moy U 
dadactadnaaLfiomiBooBiafarmid yaar, bwtanob dobtscaaaot 
bo aafaidad aa vorttbm ttBtn aftir bpl pnoatdbfi t» laeavar 
tba mma.baaa paovad fcnitbi^ ar it daariy-appama tbat ilm 
dabtorfaiBiohaat. UdabfadaatatbalazpAyaraad.ooalactad 
■prior to :lba yaar far vbleb latam fa mada van iadadad M ia- 
jooaM la latam far ymc ia vUcb mid dabti van ooatnctod, and 
andk dabto ihall adiauqaaullj pior* to ba worltilam^ tbay may 
ba dadndad vadar Aa bmd of bam bt tba latam far tho yaar 
ia vbkb ancb dobti «mo cfaaifod off aa wtUmL 

M. Amooata doa or aecniad to tba iadiildial nambam «i a 
partoairiiip from tba aat aamiiv of tba partaaiAip, vbattm 
apportiooad and diatribotad or not, dudl ba tadadad ia tba 
umnal latora of tba ladirldaBl. 
•U. Uaitad Slataa panddM abaQ ba iaeiadi4 a« iaooaaik 

ML blimatad advMoa ia lalaa «f laal aafata fa BOt raqaiiad 
to ba rqnrtad aa iaooata, oabm tba iaermaid vahm fa talma ap 
aa tba booka of tba iadhridval aa aa iacraua of ameCa. 

17. Goafa of aaita aadotbar lapl praoaadiagi aMac faom 
oraiBary boanim may ba tiaatod aaaa ospama of ancb aaaiaom, 
aad may U dadndad faom pom iapoam far tba yaar la vbfah 



Uring vitb wifa or boabaad tbaU ba albaad aa axamptioa of 
IS^OOO. IVhaa bwbaad aad Vila lit* tofalbai' A^y abaQ ba 
aOovad ioiady a told aumpiioa of only tMlOO oa tbair agpa- 
pitoiaooaiiak 

la. In cm^aliiv aat iimna IbaM Aodd U axdndad tba 
cmmp a n rn tinn of all aOcan aad amployam of a Stoto or a^y 
' political aBbdhrfaba tbmaof, axcapt wbaa ancb oom p ■am l l un fa 
paidbytbaUaitadStataaOofvaramant. at-iM 
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Edited by Seymous Wai,ton, Chicago, Iia. 

One of the most difficult things for many persons to understand is 
the relation of cash income or outgo to the accounting principles involved 
in any particular case. It is hard for them to get away from the con- 
sideration of the cash movement alone, even to the extent of determining 
the profit or loss from the standpoint of the available cash to be dis- 
tributed. This is well illustrated in an answer that is frequently given 
to the following very simple problem. 

Bilsom and Marley are partners, sharing profits and losses equally. 
The partnership is dissolved December 31, 1907, at which time Bilsom's 
capital investment is $10,000, and Marley's $2,500. The total liabilities 
of the firm are $25,000, which includes $5,000 due Bilsom on loan account 
and $2,500 due Marley on loan account The whole of the assets of the 
firm are disposed of for $30,000 cash on May i, 1908. Prepare accounts 
closing the partnership and show the position in which the partners stand 
to each other. No allowance for interest is required. 

Looking at it entirely from the viewpoint of the money to be disbursed, 
it is more often than not answered in this way: 

Total cash realized .' $30,000.00 

Outside liabilities paid 17,500.00 

Remainder belonging to partners $12,500.00 

Bilsom's loan paid $5,000.00 

Marle/s loan paid 2,500.00 7,500.00 

Cash balance to be distributed to capital $ 5,000.00 



This cash is then given to the partners in the proportion of their 
original capitals, Bilsom 4-5 or $4,000 and Marley 1-5 or $1,000. This 
leaves Bilsom with a balance in his capital account of $6,000, and Marley 
with $1,000, and there the answer usually stops. Sometimes the accounts 
of the partners are closed by charging Bilsom with a loss of $6,000 and 
Marley with a loss of $1,000, in spite of the fact that the problem ex- 
plicitly states that profits and losses are shared equally. 

This method of looking at the cash only is probably a survival of the 
old idea of receipts and disbursements as a proper statement of business 
transactions. Having so much money to dispose of, the first idea is to 
disburse it in the way that seems most lobical from the information that 
is then apparently available. As there is no more money with which to 
pay the capital of the partners, the condition of their accounts must 
necessarily be correct. 

Of course, the flaw in this reasoning is that the distribution of the 
money does not determine the condition of the partners' capital accounts, 
but that the condition of the partners' capital accounts determines the dis- 
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tribution of the money. That is, the accounting principle must first be 
applied of closing the profit and loss account into the capital accounts and 
then of making the distribution of the money on the basis of the capital 
accounts as they stand at that time. Without taking the space for an 
extended formal answer, it is plain that the liquidating loss is $7»500. 
Giarging this equally to the partners will leave Bilsom with a credit 
balance of $6,250 in his capital account, while Marley's capital would 
be overdrawn $1,250, to represent the last $5,000 to be distributed. When 
this condition became apparent, Bilsom would undoubtedly be justified 
in claiming that Marley should transfer $1,250 from his loan to his 
capital account to cover the deficiency. The rule that loans from part- 
ners take precedence of their capital accounts in liquidation would be 
modified by Bilsom's right to demand a set-off to protect his interests. 
He could allow Marley to draw out his whole loan and then repay the 
shortage in his capital; but there would be no use in doing this, even if 
there were no danger that Marley would refuse to do it on one pretext 
or another. The proper distribution of the $12^500.00 left after paying 
the outside creditors would be: 

Bilsom's loan $ 5,000.00 

Bilsom's capital balance 0,250.00 

Marle/s loan balance 1,250.00 

$12,500.00 

It may seem to some that this is too simple a matter to require any 
serious thought, and that only beginners in accountancy could make such 
a mistake. So deep-rooted is the habit of treating with the money only 
that it is safe to say that if this question were given in a C. P. A. ex- 
amination a good proportion of the answers would be in accordance with 
that view of it. 

When Confusion Arises 

A similar confusion arises from the inability of many persons, in- 
cluding some accountants who ought to be better able to discriminate, to 
see the distinction between a financial requirement to pay for something 
out of profits and the accounting principle of charging tht amount against 
profits. The accounting principle must govern in every case. The 
financial requirement has nothing to do with determining whether any part 
of the amount or the whole of it is to be charged against revenue. This 
point is clearly illustrated in a problem given in one of the Illinois ex- 
aminations. It is not necesary to give the problem in full here, as the 
other principles involved in it are not pertinent to our present subject. It 
is sufficient to say that a cemetery association, after having developed its 
property, "commences selling burial lots, and all lots are sold under a 
special provision whereby the company agrees to apply fifty per cent of 
all cash received on sales in the purchase of 4% bonds, until a total of 
$150,000 of such bonds shall have been so purchased. The agreement 
further provides that after all lots have been sold the company will 
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wind up its affairs, and the above bonds, amounting to $150,000, shall be 
given to the city, which shall use the income of such bonds for keeping up 
the cemetery." At the time the statement is called for by the problem, 
three-quarters of the lots had been sold for $350,000 cash, bonds to the 
amount of $125,000 had been bought and were on hand, and there was 
more than enough money in bank to buy the other $25,000. It is agreed 
that the remaining one-quarter of the lots are "of equally desirable 
character with those already sold." 

In this case there is no doubt as to the financial requirement — 
$150,000 of the $350,000 realized from lot sales must be used to purchase 
honds. It is also true that the whole $150,000 of the bonds must eventually 
be charged off against the profits, since their gift to the city will mean a 
complete loss or expense to the enterprise. Because the agreement re- 
quires that all the bonds must be bought out of the first $300,000 realized 
from the sales, the conclusion is reached by most of those who answer this 
problem that the entire $150,000 must be at once charged against the 
profits. This view is taken in an answer that has been published. The 
truth of the matter is that the financial requirement has nothing whatever 
to do with the accounting principle governing the amount to be charged 
off. 

In the first place, the agreement is not made with the city. It is 
made with the lot owners. In consideration of a certain amount paid for 
each lot the cemetery association obligates itself to provide for perpetual 
•care of the lot. As $150,000 is considered large enough to provide an in- 
come sufiicient to care for all the lots, the sale price of which will 
eventually be $466^66.67, it has evidently been calculated that 31% of the 
price of each lot will be set aside to provide pereptual care for that lot 
Therefore, 69% of the price of each lot is to be credited to Lot Sales, 
and 31% must be cridited to Perpetual Care Reserve. This is the account- 
ing principle, and it must be carried out at the time of each sale, without 
any regard whatever to the means that may be devised to ensure that the 
perpetual care will always be given to the lots. There might have been 
any one of several financial expedients adopted. The purchase of the 
bonds might have been deferred until the last lot was sold. The bonds 
might have been put in the hands of a trust company, or in those of an 
individual trustee, or there might not have been any bonds deposited 
with any one, if the association had concluded to continue in the manage- 
ment of the property, expecting that it could make enough out of the 
product of its greenhouses to provide for the care of all the lots and also 
for a small profit besides. That it agreed to buy the bonds out of the 
first two-thirds of its gross income and to constitute the city as its trustee 
in carrying out the obligation to the lot owners, is merely a detail of the 
financial arrangement that it happened to adopt. As three-quarters of 
the lots had been sold, three-quarters of the reserve should have been 
set up, or $112,500, which is the amount now chargeable against the lot 
sales, and not $150,000. Charging the latter amount would make three- 
quarters of the lots stand the cost of caring for all of them. 
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Giving Correct Names 

Incidentially it may be remarked that the published solution referred 
to is in error in calling the bonds a sinking fund, instead of giving the 
fund its correct name of Perpetual Care Fund. A sinking fund is a 
financial arrangement to secure the prompt payment of an obligation 
maturing in the future. When the obligation matures the sinking fund 
is used to pay it oft, and both the sinking fund and the obligation dis- 
appear from the accounts, having cancelled each other. This fund has 
no such function. It never disappears, but remains in the possession of 
the city forever, only the income being used to carry out the purpose for 
which the fund was established. Another difference is that the income 
from a sinking fund is usually, if not always, retained in the fund and 
re-invested. 

Again, the reserve that is set up is not a reserve for bonds, still less 
is it a sinking fund reserve, as the author quoted above calls it The 
reserve was not set up to buy bonds, but it was set up for the purpose of 
providing for the perpetual care of the lots, and is the measure of the 
cost of that care. Therefore, it is a perpetual care reserve, and the 
placing of certain bonds in the fund is only an expression of the mean» 
adopted to provide for the care. 

It may be said that these are exceedingly fine distinctions, and that it 
does not make much difference what names are given to the fund and the 
reserve, since the ultimate result is the same; the bonds are given to the 
city and the reserve is charged against the profits of the enterprise. But 
if accountancy is to rank as a learned profession, as it certainly should 
do, it will be because accountants themselves have a clear idea of the 
real meaning of the terms they use, and are able to give a scientific and 
logical reason for the way they use them. It may well be asked how the 
student is to learn correct methods when accountants themselves are as 
careless as many of the former are. At least we will hope that it is 
carelessness and not lack of scientific thought on their part 

The same confusion is apparent in the way in which the legal and 
accounting right to declare a dividend is denied because of a financial 
inability to pay the dividend in cash. This often leads to the statement 
that certain profits, arising outside of the routine operations of a company 
must not be credited to the ordinary surplus, but must be put into an 
account variously designated as Special Reserve, Special Surplus, Perma- 
nent Surplus, or Capital Surplus. The latter term is a favorite with some 
persons, who seem to forget that surplus is really surplus capital, and 
that, therefore, the full name of their favorite account should be Capital 
Surplus Capital. 

The accounting principle governing the declaration of a dividend is 
that it must be based on profits actually made. This means that proper 
provision must have been made for a reasonable amount of depreciation 
and for losses from bad debts, and that all accrued expenses must have 
been put on the books, and that all other precautions have been taken 
in regard to inventories, consignments, etc. to prevent an overstatement 
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of the profits. When the profits have been thus ascertained, the whole 
of them are available for dividends, both from a legal and an accounting 
viewpoint 

Matter ot Unreajlized Profits 

While it is true that an unrealized profit must not be allowed to swell 
the earning power and the assets of a business, it is equally true that 
a profit that has been realized and that has added real value to the 
business should be given expression in the account, although it arose from 
something not strictly in the line of the regular operations of the busi- 
ness. The actual sale of a fixed asset, such as land, for a price greater 
than its cost, would be a real profit, and there is no reason for treating 
it as anything else, simply because it was not part of the regular business 
of the company to sell land. Care must always be exercised that such 
profits are not allowed to appear as operating profits due to the conduct 
of the business, and that they are not included in any statement of the 
average profits of the business as a business . But if they are real profits 
they form just as legitimate an element of the surplus as do the profits 
arising from operation. 

Those accountants who advise that such accidental or sporadic profits 
should not be credited to the regular surplus account, but should be put 
into some special account where it will not be available for dividends 
fail to say what advantage is to be gained by such a treatment of them. 
If the profits thus set apart are considered to be of such a peculiar nature 
that they are not under the control of the board of directors for pur- 
poses of dividends, they are clearly wrong, for dividends can be declared 
out of any unimpaired surplus, however it arose. It is sometimes recom- 
mended that the special reserve be charged with future depreciation, but 
those who take this view do not seem to realize that this is treating it 
as a real profit, only that it is spread over future years instead of ap- 
pearing in the year in which it was made. The relieving of future years 
of the necessity for providing for the expense of depreciation is exactly 
equivalent to giving those years a share of the profit to which they are 
not entitled, with the added disadvantage of distributing their record 
of operating profit and loss by the elimination of the depreciation element, 
thus causing them to make a proportionately better showing than the 
previous years, which bore their proper share of the burden of deprecia- 
tion. 

The conclusion seems irresistible that, if a profit is legitimate and real, 
it belongs in the surplus account, however it may have originated. If 
the profit is not real, it has no place on the books at all. In the case of 
a conditional profit, such as when land is donated to a factory under con- 
ditions requiring a number of years for their fulfillment, it may be ex- 
pressed in the accounts by crediting it to an account that specificially shows 
its unrealized character, such as "Contingent Profit on Land." There 
would be no danger of mistaking an account thus designated for a real 
profit, as long as the contingency remained. 

Mr. Montgomery says: "It may be that a profit has been realized on 
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a sale of a portion of the fixed assets of a concern. Legally this profit 
may be carried to surplus and distributed as a dividend, but such a course 
is apt to create a false impression on stockholders. It is much better to 
carry such an item to an account whose caption indicates the character 
of the entries therein, and which may be carried on a balance sheet as a 
separate section of the surplus account. Under such circumstances it 
will not appear to be applicable to dividend distributions and can be held 
as a contingent reserve against possible losses on other capital adjust- 
ments." 

This seems to imply that the directors would declare a dividend out 
of such profits and make it appear that it arose from the regular opera- 
tions of the business. This would be open to such serious objections that 
it should certainly be prevented, if possible. If, however, it was made 
clear to the stockholders that the dividend was an extra one, made pos- 
sible by an accidental profit, not likely to be repeated, there seems no 
reason for depriving the stockholders of the enjo3rment of it. After all, 
it is a matter for the directors to decide, and it would be very unwise 
of them to deceive the stockholders as to the source of the dividend, and 
thus lay up for themselves trouble in the future, when similar dividends 
would not be forthcoming. It would be extremely reprehensible in an 
auditor if he should so state the accounts as to lead to the impression 
that the dividend was based on the ordinary operating profit But if this 
point is clear, the advisability of paying a dividend is entirely a question 
of financiering, and approaches an accounting principle only to the extent 
that the necessity for providing an adequate working capital may be called 
a principle. Even as to that point the directors are supposed to be the 
best judges. 

As to providing a "contingent reserve against possible losses on other 
capital adjustments," the question is pertinent, why make these possible 
adjustments contingent on sporadic profits? If they are likely to occur 
they should be provided against, in any event, by regular charges against 
revenue and credits to a reserve for contingencies. It would be very 
unwise for a telephone company or an electric railway company having 
overhead wires to postpone the establishment of a reserve for such con- 
tingencies as a sleet storm until, by some lucky accident, they had made 
an unexpected profit outside of their operations, with which to set up 
the reserve. Having adopted the principle of establishing such a reserve 
as part of their operating cost, they do not need to credit it with an 
accidental profit, and should not do so, if they intend to relieve future 
years of the burden of providing their share of the contingent risk, and 
thus throw their operating statements out of harmony with previous years. 

The sum of the whole matter is that, as we have said, the accounting 
principle governing the declaration of a dividend is the existence of 
clearly legitimate profits sufficient to cover it. The wisdom of declaring 
it is entirely a matter for the decision of the directors, with whom the 
financial consideration will naturally have great weight They can refuse 
to declare it at all, if they think the money can be better used as work- 
ing capital, or they can declare a scrip or a stock dividend. The point 
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is, that in making this decision, they are influenced entirely by financial 
considerations and not by accounting principles. 

The only way in which a special or permanent reserve or surplus can 
be established from which the directors cannot declare dividends, is for 
the stockholders to establish it, to be subject to their control alone. This 
they can do with contributed surplus, paid in with the capital, or with 
any accidental profits that may be made, or by setting apart any portion 
of the profits made out of regular operations. For a board of directors 
to set up such a special reserve would have no binding effect whatever, 
since the next board, or for that matter, the same board may at any time 
rescind the action and transfer the reserve to surplus, where it would be 
available for dividends. 
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Michigan Association of Certified Public Accountants 

At a meeting of the Michigan Association of Certified Public Ac- 
countants held January 14th the following officers were elected for the 
ensuing year: President, Frederick Wixson; vice-president, George C 
Brown; secretary, David Smith; treasurer, W. D. Bonthron. 



Ernst & Ernst, certified public accountants, announce the establish- 
ment of a St. Louis office, at 1537-38-39, 300 Broadway, Corner Olive 
Street. 



William Gray, C.A., (Scot) has been admitted as a partner in the 
firm of Laing & Turner, Winnipeg, Regina. 



Messrs. Touche, Niven & Co., 30 Broad Street, New York, have 
opened a Chicago branch with C. R. Whitworth, A.C.A., C.P.A. as resi- 
dent manager. Their other branches are Minneapolis, London, Montreal, 
Toronto, Winnipeg, Vancouver, Batavia and Surabaya, Java. 



Ernest H. Dale, certified public accountant, announces that he has 
opened an office at 903-904 Bailey Building, Philadelphia. 
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Treatment of Sinking Funds 

By Charles S. Ludi^am, C. P. A. 

A sinking fund is usually a fimd instituted and invested in 
such a manner that its gradual accumulations will enable it to 
meet and wipe out a debt at maturity, and it may be said that all 
sinking funds, even where they do not relate to the discharge of 
debt obligations, are based in principle on the proposition of 
gradual provision and accumulation. Of the many sinking funds 
instituted and operated in this country perhaps it would not 
be a far cry to say that the most important are those of the 
large life insurance companies, usually measured by the item of 
"insurance reserves" on the liability side of their balance sheets, 
to the extent of which investments shown on the asset side 
are in reality sinking funds created for the liquidation of the 
obligations of the companies upon the maturity of their policies. 

While to the student of insurance the theories on which in- 
surance premiums are assessed and the correlated sinking f imds 
to meet maturing policies are built up are of great interest, the 
subject is of too technical a nature to be dealt with in the scope 
of this paper. Broadly speaking the company (if a life com- 
pany) on a basis of the life expectancy of its policy holder, 
according to which it determines the amoimt to be received in 
premiums, seeks to so invest its premiums as to meet the obliga- 
tion at maturity and to provide for its running expenses and 
profits. As illustrating in non-technical language the principles 
to be considered the following may be interesting: 

If a man invests $ioo at the rate of s% per annum he should 
receive as interest or dividend $5 each year. If he puts this 
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money aside he will have $200 at the end of twenty years. If, 
however, at the end of the first year he receives his interest of 
$5 and invests it immediately his interest at the end of the second 
year would be $5.25, and if that also was invested at once his 
invested capital at the end of the second year would be $110.25. 
If he continues this process he will have $265.33 ^i* ^^e end of 
twenty years. If he received his interest twice each year and 
similarly invested it at once he would have $268.51 at the end of 
twenty years. If he received his interest four times a year 
and invested it at once he would have $270.15 at the end of 
twenty years; if he received his interest one himdred times a 
year and could invest it at once he would have $27 1.76;. if he 
received his interest every second and invested it at once he 
would have $271,828. If the interest could be conceived as be- 
ing received infinitely often, and instantly invested, we would 
arrive at a sum representing the investment at the end of twenty 
years which cannot be expressed exactly in figures no matter to 
how many decimals we carry it, but which would run: $271.- 
8281828, etc., which with the decimal point thrown forward two 
places mathematicians designate by the Greek letter epsilon. Of 
course in actual practice the matter cannot be carried to such a fine 
point, but due consideration has to be given to the amount of the 
obligation to be met at the expiration of an expected time and to 
the rates at which the premiums received can be safely and 
promptly invested. If the rate at which money can be safely in- 
vested falls below the 5% used in this illustration theoretically 
the premium rate would be adjusted accordingly ; but in practice 
companies allow a margin wide enough in this respect to enable 
them to maintain uniform premium rates. It may be mentioned 
in passing that the principal difference between these insurance 
companies and the insurance feature of many so-called mutual 
benefit associations consists in the fact that the former are 
operated on the sinking fund basis and the latter are not. 

But aside from the matter of insurance sinking funds there 
is, perhaps, a still broader field opened for discussion in the 
many conditions existing and the opinions expressed regarding 
the sinking fund mortgage which, when it is of large amount, 
is usually issued to the public in fractional parts, generally of 
the denomination of $1,000 each, called bonds. The sinking 
fund bond is of infinite variety. Nearly every man (or corpora- 
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tion) issuing an obligation that he expects or hopes to be able to 
liquidate gradually has ideas as to just how such liquidation 
should be provided for in the terms of the mortgage. The 
banker called on to sell the bond also always has his ideas as to 
how the sinking fund provisions should be elaborated or "deco- 
rated," so that the highest price may be realized for the security 
and the rate of interest which he has to offer. And then the 
lawyer who draws the "deed of trust !" Was there ever a law- 
yer who didn't have his own ideas as to corporate financing 
and who didn't as a rule succeed in incorporating some of those 
ideas into every legal document drawn by him? Hence, as stated, 
there are many varieties of "sinking f imd" bonds ; but, speaking 
generally it may be said that a mortgage on property with sink- 
ing fund provisions is security given for a debt under conditions 
which obligate the mortgagor to gradually reduce or provide for 
the specific indebtedness covered by the sinking fund mortgage, 
by making partial payments thereon or on account thereof from 
time to time prior to the final maturity of the entire obligation. 

It will thus be seen that a sinking fund for retiring mortgage 
bonds, while having the same main purpose as a sinking fund 
of an insurance company, (the extinguishment of a debt), dif- 
fers therefrom in that in the former case partial payments can 
be made from time to time by the purchase or call of the bonds ; 
whereas in the latter case provision has to be made for the full 
amount of the obligation maturing at an expected date, and 
accordingly in the former case the matter of investment of in- 
terest accretions becomes comparatively of less importance. The 
mortgage usually provides for these payments to be made to a 
third party designated as the sinking fund trustee and who 
may be said to act in that capacity as the joint agent of the 
mortgagor and the mortgagee. The sinking fund trustee may or 
may not be the general trustee of the mortgage, although gen- 
erally one party is selected to act in both capacities. 

The man who buys a lot for $i,ooo, paying $io down and 
entering into a contract to pay $io a month, together with in- 
terest, on the unpaid balance for the ensuing ninety-nine months, 
has adopted the primitive features of the modem sinking fund 
mortgage, save for one more or less minor detail, namely, a 
trustee to collect the installments and pay them to the 
mortgagee ; and even in such a case there may be a trustee, but, 
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the transaction being small and the mortgagee available, 
the mortgagor usually makes the payments of $io a month, and 
interest, direct to the mortgagee instead of through the inter- 
mediary of a trustee. Where the mortgage is of large amount 
and is split up into many parts (bonds) held by many individuals 
it is impossible or impracticable, for many reasons, for the mort- 
gagor to pay such installments direct to the mortgagee, (the bond 
owners), and it is equally impossible or impracticable for the 
mortgagee to collect such installments, hence the introduction 
of the trustee to handle or invest the installments as the mutual 
joint agent of the mortgagor and the mortgagee. 

To the sinking fund trustee, under a sinking fund mortgage, 
the mortgagor from time to time, as may be provided by the 
terms of the mortgage, makes his partial payments, and the 
payments so received are usually applied by the trustee, imder 
the provision of the mortgage, in one of three ways : ( i ) Invested 
in such income-producing securities as the mortgage provisions 
may permit, and permitted to accumulate until the date on which 
the entire obligation becomes due, when the funds are used for 
the purpose for which created; or, (2) and more frequently, to 
buy in the open market bonds of the mortgagor of the issue for 
which the trustee is acting, at a price not in excess of a fixed 
maximum provided by the terms of the mortgage; or (3) to buy 
direct from the owners bonds of the mortgagor, of the issue 
referred to, at a fixed price. Under the last mentioned condi- 
tions the specific bonds to be purchased are usually determined 
by drawing or by lot. The bonds so purchased may be cancelled 
or may be held in the sinking fund and continue to draw in- 
terest until the final cancellation of the entire debt according to 
the terms of the mortgage. 

The accounting requirements of the trustee are simple, his 
transactions being of a cash nature. Eliminating the question 
of the expenses incurred by the trustee, which in turn arc 
usually re-collectible from the mortgagor, and also the question 
of the trustee's fees for services, (also usually paid by the mort- 
gagor), a trustee's accounts are practically those of a banker with 
a depositor. The mortgagor's account, or the "sinking fund 
account," is credited with deposits (installment payments made 
by the mortgagor under the terms of the mortgage) and interest 
collected, and debited with securities purchased, including bonds 
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of the mortgagor redeemed. It is appreciated that income 
accruing from funds and investments in the trustee's hands 
might, with propriety and a high regard for accounting technic- 
alities, be taken into his accounts as it accrues, but as a matter 
of fact this is seldom done, and it is not really important as 
there is no question of principle involved in this instance. Sub- 
sidiary records should be kept by the trustee showing in detail 
(bond numbers, descriptions, etc,) the securities held in the 
trust, including bonds of the mortgagor purchased and held 
uncancelled in the sinking fund and also bonds of the mortgagor 
redeemed and cancelled. The trustee must of course know that 
payments made by the mortgagor comply with the provisions of 
the mortgage, but this is more a matter of administration than 
of accounting. . 

The accounting requirements of the mortgagor are more vol- 
uminous than are those of the trustee, but these will be found 
almost equally simple if the following features are kept in mind : 

I — The trustee of the sinking fimd, from the point of view 
now before us, is in eflfect merely the agent of the mortgagor. 

2 — ^Any expense incurred by the trustee under the trust is 
an expense of the mortgagor. 

3 — ^Any payment made by the mortgagor to the trustee, under 
the provisions of the mortgage, applicable to the retirement of 
the debt of the mortgagor, is merely a transfer by the mortgagor 
from one depositary to another depositary. 

4 — ^Any investment made by the trustee of the ftmds in his 
hands is an investment of the mortgagor. 

5 — ^Any income accruing on funds or securities in the hands 
of the trustee, under the trust, is income of the mortgagor, and 
should be taken into the accounts of the mortgagor as it ac- 
crues. 

6 — ^Any bonds of the mortgagor, redeemed and cancelled 
through the operations of the trustee, reduce the indebtedness 
of the mortgagor by the amoimt of the par value thereof. 

7 — ^Any bonds of this issue of the mortgagor purchased by 
the trustee and held as investments of the sinking fund, (al- 
though for purposes of ledger record, any bonds so held may be 
carried in a separate account and not charged directly against 
the liability account until the bonds arc cancelled), reduce the 
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outstanding indebtedness of the mortgagor by the amount of the 
par value thereof. 

8 — ^Any premium paid by the trustee in the purchase of bonds 
of the mortgagor for redemption is an expense or loss of the 
mortgagor. 

9 — ^Any discotmt below par at which the trustee may buy 
bonds of the mortgagor for redemption is a gain or profit to the 
mortgagor. 

It is appreciated that some of our legal friends will claim 
that bonds of a mortgagor, of the issue covered by a sinking fund 
purchased by the sinking fund trustee and not retired and can- 
celed, will not reduce the obligation of the mortgagor and that 
such bonds should be treated as a part of the sinking fund and 
shown on the balance sheet of a corporation as an asset, and 
that contra thereto the full amount of the bonds, both outstand- 
ing and in the sinking fund, should be shown as a liability. It 
is admitted that there are some legal reasons for this, the chief 
of which is perhaps the question of the legal practice in regard 
to the burden of proof, but it seems to me that questions of this 
nature would arise only in cases of receivership or liquidation 
and would have to be dealt with only under court orders, con- 
sequently they would not apply to the ordinary accounting of a 
going concern. 

Further, while accountants must be mindful of any and 
all legal obligations and of any legal situation affecting the ac- 
counts of clients, it will be apparent at once to anyone who gives 
the matter thought that as an actual fact an individual cannot owe 
money to himself. It would not be logical in its final premise for 
an individual to undertake to swell both his assets and liabilities 
by issuing notes to himself, and consequently it is illogical for an 
individual to show on the one hand as an asset bonds of his own 
issue which are held by his own trustee for his account, and on 
the other side of his balance sheet as a liability the identical 
obligations. 

Now, if the nine premises previously mentioned are the 
salient features of a sinking fund operated through a trustee, it 
would appear that pa3anents thereto on account of principal made 
by the mortgagor have no effect on the income of the mortgagor ; 
nevertheless, a few years ago an industrial company was the 
subject of considerable criticism for the reason that its report 
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did not show as charges against the income of the company the 
payments which it was obliged to make to a sinking fund mider 
the provisions of a deed of trust securing its first-mortgage bonds. 

As illustrating the different points of view which may be held 
as to what effect sinking fund requirements and transactions have 
on the operation of a company it is interesting to outline and 
analyze these criticisms. It should be said that the company 
referred to had some long-term notes outstanding which were 
of course subordinate in lien to the mortgage. The final results of 
the company's operations showed a deficit after charging against 
its income the interest on both bonds and notes outstanding. It 
was claimed that not only the sinking fund should be deducted 
from the income of the company but that such deduction should 
be made prior to charging against the income the interest on the 
notos, on the ground that such an arrangement of the income ac- 
count would show that the bonds, both as to interest and sinking 
fund, were amply protected although the interest on the notes 
was not being earned. The arguments advanced were : 

(i) That according to the terms of the mortgage the bonds 
had a prior lien on the property and income, and that default 
such as the non-payment of interest, sinking fund, etc., might 
bring about the foreclosure and sale of the property, in which 
case the proceeds would be applied to the bonds before taking care 
of the notes. 

(2) That the mortgage antedated the creation of the inden- 
ture under which the notes were issued — the notes therefore 
necessarily recognized the prior obligations of the company. 

(3) That in some previous years the company had clearly 
established the priority of the sinking fund requirements by meet- 
ing the same although it had deferred payment of the interest on 
the notes. 

(4) That it was not sufficient to assert that .there was no 
obligation to pay the sinking fund from income, because the 
position of the company practically required that it be paid 
from income ; also, that it might be urged with equal force that 
there was no necessity of paying interest on the notes from 
income inasmuch as the indenture did not specifically include 
such provision. 

None of the foregoing positions seems to me to be well 
taken. A bond is in effect merely a secured note or bill payable, 
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the payment of which is usually fixed for some time in the 
future. The payment of a loan, whether it be thirty days 
or thirty years after date, has no relation to the operating 
or income results of the property so far as the principal of the 
loan is concerned. In order, however, that the points raised in 
the criticism referred to may be considered categorically, let 
us assume: 

First: That the bonds referred to are dated January i, 1900, 
and are due January i, 1935. 

Second: That the mortgage securing these bonds provides 
for the gradual liquidation or increased protection of the obliga- 
tion by annual payments to a sinking fund beginning January i, 
1905, and that the trustee is authorized to use such sinking fund 
in purchasing the bonds at a price not exceeding $1,100 per 
bond and accrued interest; or, in the absence of ability to so 
purchase, to invest the sinking ftmd in securities pending the 
ultimate liquidation of the debt under the terms and conditions 
of the indenture. 

Third: That subject to the various terms and conditions the 
trustee is to hold all the money investments comprising the sink- 
ing fund in trust for the benefit of the mortgagor, its successors 
or assigns. 

Based on the foregoing premises, two things at once be- 
come apparent: 

(a) The payments made to the sinking fund trustee are : 

(i) For the purpose of advancing the liquidation of the 
company's debt by purchasing its bonds (secured notes) at not 
exceeding a certain price; or, 

(2) In case they cannot be purchased, to add to the security 
underlying the mortgage by the acquisition of desirable invest- 
ment securities which would be subject to the lien of the mort- 
gage. 

(6) That the trustee of the sinking fund, from the view- 
point of the mortgagor, is merely the agent of the company 
appointed for the protection of its bondholders to pay off cer- 
tain of its liabilities or to invest certain of its funds. 

Therefore, if and when the payments to the trustee are used 
by him for the retirement of bonds, the amount of the bonds 
so retired properly is chargeable to the account on the com- 
pany's books representing such debt; if and when the money 
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paid to the trustee is invested by him in other securities, the com- 
pany through its agent, the trustee, has made an investment 
(that is to say, in either case the cash in the company's treasury 
was reduced by the amount of the payment made to the trustee 
and the cash in the hands of the trustee temporarily corre- 
spondingly increased), then the cash in the hands of the trustee 
was reduced and at the same time the company's debt reduced 
or its investments increased. It is apparent that a change 
in certain of the company's assets or liabilities, vis,, a decrease in 
its cash and a corresponding decrease in its bonded debt or in- 
crease in its investments, would not at all affect the statement as 
to income of the period in which such a transfer happened to be 
made, much less to the extent of the transfer so made. 

There was no provision in the mortgage referred to that the 
principal of the bonds should be paid out of the income of the 
company, and it is evident that no such idea was entertained by 
the directors and stockholders of the company who authorized 
the mortgage, for the reason that the mortgage was a lien on the 
property itself and not on its income; that is, it was intended 
that the property itself should secure the bonds and not the 
income from the property, as the income was not in any way 
"tied up" or mortgaged and the property was so "tied up" or 
•mortgaged until the bonds were all paid off. There was noth- 
ing in the trust indenture for instance that would prohibit the 
company from issuing income bonds. 

There is no doubt that if the company were in liquidation 
the holders of the first mortgage bonds would have a prior 
claim on the assets, but this point has no relation to the question 
of how the pa)mient of the outstanding liabilities of a going con- 
cern should be handled in its accounts. It might as well be 
claimed that the interest on the bonds should be deducted direct 
from the gross earnings in the company's income statement and 
prior to the deduction of the operating expenses as that the sink- 
ing fund requirements should be deducted prior to the interest 
on the outstanding notesj inasmuch as the mortgage obligations^ 
were incurred prior to that of the operating expenses, as well as 
prior to the note interest. In other words it is not a question of 
where such a charge should be shown in the income account but 
rather whether or not it should be shown at all. 

The fact that in previous years the company paid its sink- 
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ing fund requirements when it deferred interest on its notes 
seems to have no relation to the question. Whether the com- 
pany pays one creditor and defers payment to another creditor 
would not affect its income account. It must be understood that 
there is a difference between the incurring and the pajonent of a 
liability for an expense. Interest on the notes referred to 
was charged properly against the income accotmt of the com- 
pany as it accrued, and the mere question of whether an accrued 
expense was paid or was not paid would not affect its position 
in the income account. 

The suggestion that owing to the financial condition of the 
company it was practically necessary that its sinking fund re- 
quirements be paid from income, and that it might be urged with 
equal force that there was no necessity for paying the interest 
on the notes from income inasmuch as the indenture did not 
specifically include such a provision, is interesting; but, without 
regard to the question of whether or not the company had any 
resources other than its earning capacity from which to pay its 
obligations, its income account for any year would not be af- 
fected by the use of its income for the payment of its debts ; that 
is to say its income account should reflect the result of its 
operations unaffected by any realizations or liquidations in re- 
spect of its capital accounts other than losses or gains there- 
from. The payments to the sinking fund, required under the 
provisions of the first mortgage deed of trust could with entire 
propriety be made from money borrowed by the company, and 
indeed in actual practice these are frequently so made. But in 
any event it must certainly be appreciated that there is a great 
difference between interest accruing on an outstanding obliga- 
tion and the payment of the obligation itself. One is an income, 
the other a capital accotmt. ' 

Such sinking fund payments are in effect merely pa)rments 
on secured note obligations, but if under any circumstances they 
could be considered as proper charges against the income ac- 
count then payments made of any other notes must by the 
same reasoning be proper charges against the income account; 
and accordingly, looking at the other side of the account, any 
receipts from notes issued must be proper credits to the income 
account. In other words, to any one who so reasons the idea 
of an income statement must be that of a statement of cash 
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receipts and disbursements rather than a statement of earnings 
accrued and expenses incurred. 

Under the rules of the Public Service commission of New 
York the company referred to was required to provide for the 
depreciation of its property by monthly charges against its 
income account, and the amounts represented by these charges 
were in turn credited to proper reserves and so carried in the 
accounts of the company. The company would undoubtedly 
have had a right to use any of the resources represented 
by these reserves, and not required from year to year, in re- 
placing its property, in meeting its sinking fund payments, or 
to use any other funds available. 

As a believer in publicity and in full information being given 
to the public as to the financial conditions and requirements of 
all companies, as well as their operating results, I am in favor of 
appending to the income statement of any company under 
obligation to make periodical payments to a sinking fund 
the amount of such requirements during the period covered by 
the income statement in order that those interested may have 
a means of knowing, in a general way, what the fixed require- 
ments of the company are as compared with its operating re- 
sources for meeting such requirements. While a statement 
of the operating results is one thing and a statement of its 
financial condition or requirements another, and although refer- 
ences from one statement to the other statement may with 
advantage be presented by the accountant, he should never lose 
sight of the actual conditions and reasons which would deter- 
mine the classification of any specific item in the proper one 
of these two statements. 

It has been suggested that in the case of some sinking fund 
bonds, particularly those of coal companies, the sinking fund 
provisions are intended to provide for the depreciation of the 
property and, in that sense, to become a charge against the income 
accoimt. There is no one who believes more sincerely than I 
in proper charges being made against the operations of any 
company for depreciation in its property or other asset accounts 
which may accrue from period to period; but the questions of 
sinking fund payments for the retirement of debt obligations and 
of provisions for depreciation have no more relation in principle 
one to the other than the payment of any other liability has to 
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maintenance charges. Sinking funds created solely to provide 
means of restoring waste or wasting capital would of course pre- 
sent an entirely different accounting question from that presented 
by sinking funds created for the liquidation of debt obligations. 
Municipal obligations in the shape of bonds are issued as 
a rule with sinking fund provisions under which it is expected 
that the obligations will be ultimately retired. These sinking 
fund payments are made or provided for by a specific item of 
assessment included in the general tax levy. In municipal 
statements the taxes assessed or the taxes collected, including 
the special item for sinking fund purposes, are generally treated 
as revenues or income, and as a contra account there is usually 
included in these statements a corresponding charge covering the 
sinking fund disbursements. The principles imderlying pay- 
ment of debt obligations through the medium of partial pay- 
ments are not, however, in any way affected by the fact that the 
debt is owed by a municipality instead of by an individual or a 
corporation. 
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Accounts for Fraternal Beneficiary Societies* 

By F. M. SpEakman, C, P. A. 

In presenting a general outline of an accounting system for 
fraternal beneficiary societies I will assume the case of a society 
which employs agents for the upbuilding of its local lodges with 
life insurance as the principal business of the society. In a well 
-organized society of this kind there would be main departments, 
as follows: 

Agency or field department 
Policy or certificate department. 
Medical department 
Accounting department. 
Claim department 
Investment department. 
Actuarial department 

The first question that presents itself is the handling of the 
applications for membership received from the agents, which ap- 
plications are first presented to the medical department for in- 
vestigation as to the physical fitness of the applicant, a record of 
approvals and rejections being maintained by the medical de- 
partment. In the case of a number of societies, however, these 
data are compiled by the actuarial department, likewise records 
pertaining to the causes of death and disability. . The agents are 
employed on a basis of a fixed sum per application, salary, com- 
mission, and in some cases a combination of all three. The 
agency or field department maintains records showing the dif- 
ferent contracts held by each agent and the compensation allowed. 

For the purpose of keeping track of the business and earn- 
ings of each agent two books are suggested, preferably loose-leaf, 
the first book being what might be termed a blotter, in which 
a page is alloted to each agent with notation as to his contract 
provisos. The application, upon its receipt from the medical 
department, in event of the application being approved, is given 
a number, said number corresponding with the number of the 
policy or certificate that is issued. The rejected application 
should likewise be given a number and be entered on the blotter 
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under the agent's account, in red ink, or by other method to 
readily distinguish it from the applications which have been 
approved. This blotter should be ruled to show information as 
follows : 

Date approved or rejected. 

Name. 

Location. 

Lodge ^number. 

Policy or certificate number. 

Date issued. 

Age. 

Amount. 

Premium rate. 

Columns for application fees charged and paid. 

A number of columns for entering commissions as they accrue. 

This record will then give a complete list of the applications 
received from each agent with all the information in reference 
to each application that is necessary in handling the agent's ac- 
count satisfactorily. Further, this record is totaled monthly and 
carried to the agent's ledger account, which should likewise be 
in loose-leaf form, and should contain information somewhat as 
follows : 

Date. 

Number of applications. 
Amount of insurance. 
Gross commission. 
Loss by lapses. 
Commissions earned. 
Charges against commission. 
Probable credit. 

Application fees — debt and credit columns. 
Several columns for cash paid and for miscellaneous items. 
For payments made by the applicant, there would be an entry made in 
the blotter and the date of its receipt. 

We will assume that the contract of this particular agent 
provides for the payment of commission of 50 per cent of the 
first year's payments. The total commission that would be due 
imder the contract would be computed and credited in the 
agent's ledger account under the head of "gross commissions." 
The agent's interest in the premiums paid would be credited in 
the agent's ledger in the column headed "commissions earned." 
The column headed "loss by lapses" would contain that portion 
of the agent's commission which had been previously credited in 
the gross commission column, with all hope of its actual accrual 
to the credit of the agent lost by reason of the lapse. Any pay- 
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mcnts made to the agent would be charged under an appropriate 
heading, whether for salary, advance, commission or expenses, 
and any portion of those payments which were a charge against 
the accruing commission of the agent would be entered in the 
column headed "charges against commissions." The column 
"over-draft*' would represent the excess of charges over actual 
commissions earned. The item "probable credit" or, as we might 
term it, "possible future earnings," would be the premiums from 
the applicant due in the future and in which the agent has an in- 
terest. 

This method permits the management to see at any time the 
amount of business being produced by the agent, the proportion 
of rejected applications, the solidity of the business secured, the 
earning power of the agent imder his contract; and to keep in 
accessible form the overdrafts made by the agent and the possible 
future credits to protect such overdrafts or excess payments 
above commissions actually accrued — in fact it gives instant in- 
formation as to the desirability of keeping any particular agent 
on the pay-roll. 

One feature of fraternal organizations is that the premiums 
are usually paid monthly, the collections being made by a duly 
authorized officer of the local lodge who keeps records showing 
the payments received from each member and who furnishes the 
home office with a report for each period, showing the collections 
made and remitting therewith the amount of such collections. 
This means that any system of members' accounts must first 
take into consideration a group of members comprising the local 
lodge. A system best adapted to this is that of cards con- 
taining the name of each member and all necessary facts in 
relation to the policy or certificate held by him. With the mem- 
bership cards for each lodge there would be what is termed a 
base card, which would be headed by months and would be 
ruled to provide entries for about four years, a record of the 
receipts from the particular lodge being kept on such base card. 
The monthly report received from the officer of the local lodge 
may be in two forms — a form containing a complete list of the 
names of the members paying, with divisions for listing those 
who lapsed, died, transferred to other lodges, or were reinstated 
during the particular period. 

Another form of report is known as a base report. This 
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report would commence with the total premiums due from that 
lodge the previous period and show as additions or deductions 
the changes in membership that occurred during the month or 
period. With the use of a card system in the home office the 
report requiring a complete list of names of the individual mem- 
bers each month is preferable for reasons that will doubtless 
appear obvious. In a card system of this kind the individual 
card of the member is not marked in any way, except when a 
change occurs. At the end of the month the card files would 
contain a record of the policies that were in force, or those that 
had lapsed, died, etc. having been removed from the file when 
verifying the reports of the local lodge and proper notation placed 
on each card ; so that any given policy or certificate is known to 
be in force by reason of its being in what might be termed the 
"live file" and the absence of notations thereon as to lapses, etc. 

There has been so much said and so many ably written articles 
upon the advisability of a card system for the keeping of the 
membership records that it is hardly worth while to go further 
into this phase of the system. In practically all of the leading 
societies the card system, in so far as the membership or lodge 
records are concerned, is used. The cards constituting the 
lodge record do not, however, enable one to readily obtain there- 
from the statistical information required, even though they do 
simplify the work of the accounting department; this for the 
reason that it is not convenient or desirable to even temporarily 
destroy the arrangement of these cards. 

In speaking of statistical information I might state that these 
•data would be handled perhaps in their entirety by the actuarial 
department. To secure the information in a well regulated office, 
and this applies to all societies, whether their membership be 
numbered in the hundreds or thousands, a system of cards inde- 
pendent and apart from the regular card system or book-record 
used for local lodges should be maintained. These cards should 
contain all the information in regard to a particular certificate, 
the essential information being somewhat as follows : 

Number of certificate. 

Amount 

Kind. 

Date of birth. 

Date of admission. 

Age at date of admission. 
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Rate or amount of payment, whether monthly, quarterly, semi-an- 
nually or annually. 

Space for the recording of terminations either by death or lapse. 
Any other information that may be desirable for statistical purposes. 

These cards arc written at the time the policy or certificate is 
issued, or when the membership card is made out, or when the 
member's name is placed upon the lodge record. These cards, 
as they are written, are retained by the policy or certificate de- 
partment until the end of the month or any other convenient 
closing period and are then sorted and a record made of the 
number of issues, amount, etc., grouped as to states. These 
figures are then added to the record at the close of the preceding 
month and the cards filed numerically in a permanent file, the 
permanent file being divided as to kinds or forms of policies 
issued. During the month the reports containing information 
as to lapses, revivals, etc., as received from the local lodges, are 
verified. Those reports which show a fluctuation in member- 
ship are taken and the cards corresponding to those fluctuations 
arc removed from the permanent file to a separate division, the 
results being tabulated at each closing period, as in the case of 
new issues. 

This so far will give a complete current membership record 
showing the amount of insurance in force, the number of policies, 
the number of issues, amount of issues, number of deaths, amount 
of claims, number of lapses and the amount thereof, all classified 
as to states. The permanent file of policies in force is arranged 
as to kinds of policies and the divisions are arranged numerically 
in accordance with the policy numbers. The cards will like- 
wise be in chronological order, guide cards being inserted for 
the business of each year, the lapses and deaths being arranged 
in practically the same manner. In the larger offices subsidiary 
records should be kept showing a classification of certificates by 
kind of certificate and also by year and age at entry; for ex- 
ample: 

We have determined from our record the number of certifi- 
cates and the amount of insurance issued during a particular 
year for each kind of certificate. A sheet is made up and this 
particular form of certificate indexed according to year and age 
at date of issue. We will suppose that during a given year there 
were isued i,ooo certificates at age 27, with protection or in- 
surance represented by these certificates aggregating $1,000,000. 
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We have then as a base for the future the above data, from 
which the terminations would be deducted as they occur, the re- 
mainder representing the number of certificates and amount of 
insurance still in force that were issued during that particular 
year on applicants who were at that time aged 27. In the smaller 
offices such a record would not be necessary as the age distribu- 
tion can with much less work be secured by sorting the cards 
by ages at the time the age data were required. We now have a 
record from which can be readily secured any information that 
may be necessary for the purpose of making a valuation, or for 
computing the death rate of the society and comparing the same 
with any table of mortality which may be selected. 

The principal feature, in fact the very purpose of a fraternal 
beneficiary society or insurance company, is the payment of 
claims. The funds with which to make any and all payments 
are, of course, collected from the membership and such other 
sums as may be added by reason of investments, etc. The busi- 
ness of insurance is, therefore, what might be termed a cash 
business, and the general books need not consist of more than a 
cash book and ledger with suitable subsidiary records for the 
recording of receipts and disbursements. It is essential that 
coliunnar books be used which will show all sources of receipts 
and a general classification of disbursements, the classification 
for both receipts and disbursements following closely the 
general classification required by various state departments. 
Each column in both the receipt and disbursement books should 
be given a number, which number will denote a ledger account 
for all items appearing in that particular colunrn. To illustrate 
this more fully : 

We have in the disbursement book a column for investments, 
and let us number this column "20." A column will likewise 
appear in the receipt book, headed "Investments Repaid," which 
column will likewise be numbered 20. Investments as appear- 
ing in the general ledger may consist of perhaps 15 accounts; 
in other words a classification of investments. Each account 
in the ledger pertaining to investments will likewise be numbered 
20, meaning that all items appearing in ledger account bearing 
the nimiber 20 are posted from columns 20 appearing in either 
the receipt or disbursement books. The advantage of this is in 
localizing possible errors, and it enables one to verify each ledger 
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account by comparison with the totals appearing in the receipt 
and disbursements records. 

We recognize the fact that at least 95 per cent of the items 
entered in the receipt book represent pa3rments received from the 
local lodges; therefore it is better to have what might be termed 
a "subsidiary receipt book" showing in one column the receipts 
from lodges, which book is totaled daily and the sum daily trans- 
ferred to the general receipt book. This subsidiary book would 
be practically the same as a record used by the receiving teller 
of a bank for recording individual deposits, the sub-divisions of 
premium receipts for the several funds of the organization being 
made at the end of the month or at the regular closing period. 

In connection with the subsidiary receipt book it is desirable 
to have another record arranged by lodges with columns for 
each month or settlement period throughout the year. In practic- 
ally all organizations pf this kind each lodge is given a number. 
The number of each lodge would be listed consecutively in this 
record and the receipts from each lodge would be posted in this 
record in the column headed for the month during which received. 
The entries for each month or period would be totaled, which 
total should agree with the total receipts from lodges as appear- 
ing in the general cash book or ledger accoimt. At the end of the 
year the receipts from each lodge would be ascertained by a cross 
addition and the amount of receipts from each state determined 
directly upon the close of the record for the year. Another 
purpose of this record is for that of audit and a verification of 
premium income. 

The manner of making payments varies in each organization, 
but as the pa3anents are made either on account of claims or ex- 
penses there is no reason why the same system should not be ap- 
plicable to all organizations, barring any peculiarities in the 
by-laws. We find that in the majority of organizations two or 
more officers sign all checks, the cumbersome order system in 
vogue in a great number of societies not being necessary. In 
fact the order system is a useless waste of time and energy which 
could well be applied in some other direction. 

For making all payments, whether for benefits or expenses, 
the voucher system it\ a modified form is rapidly supplanting the 
former methods as it obviates the necessity of securing a receipt 
from the party to whom the check is given. Furthermore, you 
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are sure of getting a receipt in the form of the cancelled voucher 
after the payee receives the money. Any number of voucher 
forms could be printed to conform to the different payments to 
be made, for example: You are paying a death claim. The 
voucher would contain a release of the policy or certificate on 
which the claim was based. These check vouchers as they are 
returned from the bank give you a receipt stating the purpose 
of the payment; further, all the vouchers are numbered consecu- 
tively, and being of uniform size can readily be filed. All vouch- 
ers or checks are entered in the disbursement record in numeri- 
cal order, a column being provided for the numbers thereof. 
Where items are numerous and a separate claim department 
maintained it is well to have a subsidiary disbursing book enter- 
ing therein all payments for claims, columns being provided for 
a classification of the kind of claims. The totals of this sub- 
sidiary disbursement record are carried to the general disburse- 
ment record. 

The records in the claim department will of course depend 
largely upon the nature of the claims and the method of payment, 
whether the amount of the claim be payable in one sum or over 
a period of years. 

The society receives notice of a claim, said notice being either 
on a printed form provided by the society or any other form that 
is desired by the person sending in the notice. Data in regard 
to the particular policy under which the claim is made are secured 
and the claim given a number, a record thereof being maintained 
in a book especially ruled for the purpose and having columns as 
follows : 

Claim number. 

Policy-holder. 

Policy number. 

Lodge number. 

State. 

Date notice received. 

Date proofs received. 

Face amount of policy. 

Date paid. 

How paid. 

Amount of scaling if any. 

Amount paid. 

Remarks column. 

Twelve distribution columns — one for each month — the 
amount paid being inserted in the column corresponding to the 
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month in which payment is made. In case the policy was pay- 
able in monthly installments there would of course appear a 
payment during each month throughout the year and the bal- 
ance of the claim remaining unpaid at the end of any particular 
time being extended in a balance column. From this record the 
number of claims, the amotmt incurred, the number and amount 
paid, saved by scaling, and the number and amount of claims un- 
paid, are ascertained simply by addition of the various col- 
umns. You have also an itemized record of the monthly pay- 
ments made on account of claims, the totals of which agree with 
the book of claim disbursements, the general cash book and the 
general ledger accounts. 

A summary of claims incurred and paid by states can readily 
be secured at any time by simply listing the various items for 
each state, although in a larger organization, where a great num- 
ber of claims are handled, a card record of claims incurred and 
paid is advantageous as these cards can be sorted and any statisti- 
cal information desired obtained therefrom. 

The principal items of investment for fraternal societies are, 
of course, mortgages on real estate and various forms of bonds, 
although there may be other investments as stocks, real estate, 
bills receivable, etc. In the general receipt and disbursement 
books, previously described, there were columns provided for in- 
vestments, the column headed "investments" in the disburse- 
ment book containing all disbursements made for an investment 
purpose and the individual items charged to the appropriate in- 
vestment account in the general ledger. In the column appeal- 
ing in the receipt book headed "investments repaid" are entered 
all items of investment retired or reduced in amount and the 
individual items credited to the appropriate investment account 
in the general ledger, leaving the general ledger accounts for in- 
vestments to serve as control accounts for the subsidiary invest- 
ment ledgers. 

The investment ledger or ledgers should contain an individual 
record of each mortgage loan or class of security. In the case 
of the mortgage full date would be given relative thereto, with 
appropriate debit and credit columns for interest and payments 
on principal, tax receipts submitted for inspection and the 
amount and expiration dates of fire insurance held. A trial 
balance of the subsidiary ledger as to mortgages, for example, 
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would agree with the control account for this particular class of 
investments, as shown in the general ledger. Appropriate ac- 
counts for other forms of investments are maintained in the 
same subsidiary ledger or ledgers, the total of the items therein 
agreeing with the balances shown by the respective control ac- 
counts. 

In respect of bonds where the amortized method is used the 
amortization accounts may be maintained for each class of bonds 
in the subsidiary ledger and the book value of the bonds^ as 
shown in the general ledger, changed from time to time, as de- 
termined from the amortization account. For the collection of 
interest, etc., a card record is maintained, arranged by interest 
dates. As the interest payment is received the card is moved 
ahead to the next interest date, new cards being added for new 
investments, and the cards removed for those investments which 
are retired. 

In connection with investment, there is one other item to 
which very little attention is given, except when comparing the 
annual statement, and that is the item of accrued interest. At 
the cost of little time a current record of accrued interest 
may be maintained by having a summary sheet of investments 
at the various rates of interest. Ascertain and make a record 
of the interest due and accrued on a given date and either daily 
or monthly ascertain the amotmt of interest accruing on the 
several investments and add same to the former amotmt. From 
the sum thereof deduct the interest received and the balance 
will represent the interest due and accrued at the end of the 
day or month, as the case may be. 

We recognize that our organizations operate under by-laws 
which present certain problems in accounting that must be 
worked out separately for each organization. Each has peculiar- 
ities of its own. Therefore in so far as detail is concerned it 
would be impossible to outline a system exactly suited to all. 
There are, however, essential features which are common to all, 
and it seems to me that the system outlined describes briefly but 
in concise form a simplified system of accounts which with lit- 
tle modification would meet the present-day requirements of 
nearly every society. Certainly it might be used as the basis 
of a uniform system among our societies in case the subject is 
regarded of sufficient importance to work in that direction. 
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By J. Porter Jopun, C.P.A. 

In discussing the subject of the ethics of accountancy it will 
be necessary to recognize at the outset that accountancy has 
taken its place among the professions; consequently whenever 
considered and in whatever manner it must be remembered that 
it is to be dealt with as a profession. It must be understood that 
there is necessarily a wide difference between the attitude as- 
sumed by the professional man and that of the commercial repre- 
sentative. Undoubtedly what might be, considered perfectly legiti- 
mate from a commercial point of view would not stand the 
scrutiny of investigation when viewed in a professional light. 
Therefore we must assume that if we are dealing with the 
"ethics of accountancy" we are also dealing with "professional 
ethics." This subject is perhaps as vital to the accountant as 
any other subject that might be considered. It determines his 
attitude and procedure when practising this profession; and it 
is, as it were, the heart and soul of his. activities. 

The Standard Dictionary gives the following definitions: 

ETHICS: The science of right and of right character and conduct. 
The principles underlying the obligations of moral beings. The science 
of human dut^. Any body of principles or rules concerning moral obliga- 
tion that is mtended to regulate practice in any particular sphere of 
activity. 

PROFESSION : An occupation that properly involves a liberal educa- 
tion or its equivalent and mental rather than manual labor. 

Any calling or occupation involving special mental and other attain- 
ments or special disdphne. 

Undoubtedly all are familiar with the "Decalogue" as 
presented in the Old Testament, and the "Sermon on the Mount" 
as presented in the New. These two would seem to be a fair 
and grand exposition of what we might term "Ethics." 

It has been well stated by a prominent writer on this subject 
that there should be a minimum standard below which, by com- 
mon consent, we should not go; that abstract right or wrong, 
it must be well understood, is immutable; and that surely we 
will make the acknowledgment that stealing is absolutely wrong. 
It is also claimed that we should aspire to advanced positions 
and these positions should be adopted as readily as our perception 
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of moral principles may develop. It might be well to state here 
that whatever we may aspire to we also may strive for, and in 
so far as possible develop it and put it into practice. 

Perhaps one of the most important things for an accountant 
to consider, when viewing the subject under discussion, is the 
matter of his relation to his fellow practitioners, and it may 
be well to dwell a little upon this subject. There are many points 
that present themselves. 

It is well for us to keep in mind that under no consideration 
whatever is there anything to be gained by underrating or 
underestimating those who are practising the same profession 
or presenting themselves to the public for consideration in the 
same manner as we ourselves. There may be instances where our 
fellow practitioners may seem to us to have less regard than we 
might wish for the ethics of the profession as we understand 
them. Still, it would be wise for us to refrain from criticism and 
to endeavor to follow our own course according to our 
light, living up to our highest ideals, whatever these may be. 
On the other hand, consideration of a breach of ethics of a 
flagrant nature, that would seem to necessitate our taking notice 
so that the public may not be imposed upon, must sometimes be 
faced; and in such instance we must be prepared to act for 
the right, even if it necessitates the taking of action against a 
fellow accountant. 

As an illustration of what I have said I might cite a case in 
point which occurred in one of our states and which may be 
of interest. I will briefly outline the circumstances. 

A certified public accountant who had received his degree 
from the state university prepared, published and circulated a 
pamphlet which belittled the profession he was supposed 
to honor, and after much thought and consideration action was 
taken by some of the certified public accountants of his state, 
which ultimated in bringing the matter before the authorities of 
the university, and a trial board was created for the purpose of 
hearing the case. A brief was carefully prepared, and testimony 
was given by several accoimtants as to what they considered pro- 
fessional, and a hearing was arranged for the one who 
was under charges. However, he made no appearance, either 
in person or by counsel, but offered to resign or to turn in his 
diploma. This did not seem to be, in the judgment of the trial 
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board, exactly what was desired, so the case was continued and 
the party on trial was judged guilty and his diploma was for- 
feited. This instance is cited so that it may be seen that circum-, 
stances will sometimes arise to compel taking action against 
fellow practitioners. 

Perhaps one of the most desired achievements to at- 
tain is that of having a reputation among our fellow accountants 
for probity, honor and justice. It is a source of gratification to 
know that we are held in high esteem by those who are working 
toward the same end as ourselves, and are coming in contact with 
the same public with whom we also must deal. Should any ac- 
countant wish to know the facts about the character, aims and 
practices of any other particular accountant he cannot satisfy 
his desire in any better manner than by learning from such fellow 
practitioners as may have had the advantage of working for a 
period of years in the same community as the one who may be 
under discussion. 

There are times when we have to face what is termed com- 
petition, and in this particular, as previously stated, it is 
well to remember that there is a wide difference between 
commercial and professional pursuits, and it is claimed by 
some writers that there should be no professional com- 
petition. This, however, is a question that may be con- 
sidered, from the fact that, while we may not compete directly 
with each other for clients or for clients' business, we are in a 
broad sense competitors. It has unfortunately been the practice 
of some professional accountants to adopt a plan of soliciting for 
business, at the same time claiming that there should be no 
objection to such procedure. It will probably be conceded, 
however, that no reputable professional man would care to solicit 
business on his own account from strangers, and if his attitude 
should be such as to prevent his doing this for himself it would 
seem reasonable to suppose that he would consider it quite as bad 
to employ some one to do it for him; and to place men in the 
field to solicit business on a commission would be entirely un- 
professional. 

In the matter of superseding another accountant it is un- 
doubtedly desirable that a reason be known why the change is 
desired. There may be circumstances where the client has 
differed with the accountant and desires to be rid of his services 
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because he has not been amenable to certain conditions to which 
his professional instincts would not permit him to accede. In 
such a case it would be well for the accountant who is expected 
to assume the duties to be well posted before making an engage- 
ment. To seem in any way to desire to take away the business 
of a fellow accountant would be reprehensible and should be 
utterly condemned. If there is a good reason why the client de- 
sires to change, and the reason is satisfactory to the accotmtant 
who is requested to asstune the duties, it would seem to be per- 
missible for him to accept the assignment; he should, however, 
feel reasonably sure in his own mind that in similar circiunstances 
he would not object to being superseded. 

In considering the relation of the practising accountant to 
his clients it will be well to remember that all information ob- 
tained from a client, or through any connection with the work 
on which one is employed, is of a strictly confidential nature. 
Under no circumstances may one divulge information received 
from a client when engaged by him. Our clients must feel ab- 
solutely assured that they may confide in us with the utmost 
safety. Confidence once established, the accountant will be placed 
on a footing which will make it possible for him to be of the 
greatest service and will enable him to wofk advantageously for 
the best interests of the client. Services performed faithfully 
in small matters will prepare him for the undertaking of matters 
of greater magnitude that will necessarily follow, and will also 
fit him to perform these matters of greater magnitude in such 
a manner as to call for commendation and approval. It will be 
borne in mind that work well performed invariably brings its 
reward. 

It may be necessary at times for the practitioner to show to 
the full forcefulness of character, to the end that he may stand 
for what is right even when the client is of different opinion, 
and even to the extent that he may seem to stand alone. Should 
he be assured that he is in the right he cannot recede from a 
position taken, and he must exercise his courage of conviction 
and stand firm. Such situations come to all of us in our practice, 
and at no time can an accountant afford for one minute to 
recognize in any way that may be brought to bear on his atti- 
tude the fear of losing either the client or the fee that is involved. 

The necessity of good humor and the desirability of court- 
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eous manners would seem to be quite obvious. No accountant 
or auditor when presenting himself at the office of a client, in the 
course of his work and duties, should make himself so obnoxious 
that those employed in the office find reason for complaint of his 
attitude. Surely it is possible for him to approach any work 
that may come to him with a view to accomplishing what is 
before him without antagonizing those with whom he may come 
in contact, who, perhaps, may not be as well informed on methods 
and precedure as he is and who have not had the. same opportuni- 
ties. They are rather to be assisted and helped into better condi- 
tions than to be censured and condemned. It is also undoubtedly 
true that it is always possible to secure better results and more 
easily obtain desired information from those with whom one 
comes in contact, by treating them courteously, than by assum- 
ing a position of superiority which is neither wise nor advisable 
in any circumstances or conditions. 

Aside from the responsibilities of the accountant to his client, 
there is his relation to the general public to be considered, and 
it should be remembered here that his duty to the public i$ 
perhaps even greater, if it were possible, than to the client, 
when certifying to the accounts of a company under examination. 
The public is not so well versed as he may be in the wording of a 
report, and the mere fact of his having given a certificate on the 
revenue account and balance sheet may be considered as justify- 
ing the representations of the company under review. It is there- 
fore most desirable, in fact it may be said to be imperative, that 
the wording of his certificate should be such that there may be 
nothing misleading, and that his statements should be exceedingly 
plain and clear. Qualifications, if they must be made, should be 
so stated that there can be no misinterpretation. It may be 
well to say here that qualifications should be used as little as 
possible. It is possible at times that the directors of incorporated 
companies may be desirous of showing the revenue of their com- 
pany to be not quite so good as the actual facts would indicate, 
the purpose being to cause the shares of the company to be slightly 
reduced in price, so as to enable them to purchase to advantage ; 
or it is possible that the profits may be so over estimated as to give . 
those with inside information advantage over the general public. 
Such cases may sometimes present themselves, and that is the 
time when the accountant or auditor must stand firm for the 
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principle to which he is obligated, and it is necessary that he 
should word his certificate in language so plain that there can be 
no mistaking the wording or the intent which it is desired to con- 
vey. A secret reserve may be a good thing for a company to 
have, but the intention in creating such reserve may not always 
be of the best. 

The question of contingent fees would present itself here. 
It has been put forth and held by some accountants of high 
standing that there are circumstances in which contingent fees 
are permissible. This, however, is a grave question and one that 
the practitioner will have to settle for himself. It may be 
stated that, as a rule, contingent fees are frowned upon by most 
professional bodies. An accountant may be engaged to perform 
an investigation which may later develop into an engagement to 
testify as to his findings in a court of law. One of the first ques- 
tions that may be asked of him is as to whether his fee is con- 
tingent on the findings in the case, and if such be the fact his 
evidence will be discredited by any intelligent jury. I do not 
wish to state that in no circumstances whatever should an account- 
ant arrange for a contingent fee, but I do wish to say that the 
circumstances when he may do so are limited, and great wisdom 
must govern him in deciding the question. 

Not infrequently there is presented to the profession the 
question of a imiform scale of prices. For many reasons this 
would seem to be objectionable. The professional accountant 
"will not always make his charges commensurate to the work 
performed, inasmuch as there may be times when the value of the 
services cannot be estimated and will reach far beyond the expec- 
tation of the client, but there must necessarily be a sliding scale 
which would permit of increased fees in certain directions, which 
a uniform scale of prices, lived up to, might prevent. There 
may, however, be a minimiun established in his own mind below 
which he should hesitate to go unless it were to meet the necessi- 
ties of a client not able to make the remuneration adequate to the 
services rendered. 

Undoubtedly one of the most difficult phases of the practice 
that the acocuntant comes into contact with is that of under- 
bidding. This phase of the situation is usually brought about 
through men either unqualified to practise or so desirous of ob- 
taining work that they lose sight of the harm they are doing 
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and of that which undoubtedly will come home to them in the 
future. Ordinarily the client will know whether he is paying 
too much or too little, and there are many cases where work 
has been obtained through underbidding, that, no matter what 
the fee involved may have amounted to, proved in the end to be 
a poor investment for the client. Again, not infrequently we 
come in contact with the shopping client, and the accountant will 
do well if he declines to state any fee when it is known that 
inquiry is made so as to draw comparison with figures obtained 
from other accountants. In the long run this procedure will be 
fotmd to be the right one, and the portion of the public who adopt 
the shopping plan will learn that the better way for them to pro- 
ceed is to select their accountant, determine as to whether 
he is all that they think him to be, and place their affairs 
in his hands subject to his general fees. The wisdom of 
this course may seem at first somewhat problematical, but 
the practitioner will find that by pursuing it the public will 
become gradually educated and he will be held in higher esteem 
than would be the case should he fall in line with any plan that 
would make for the appearance of bidding on prospective work. 
The writer has before him half a dozen circular letters ad- 
dressed to one of his firm's clients by practising accountants 
setting forth the desirability of employing them in connection 
with meeting the requirements of the federal income tax law. 
The great objection to such a manner of informing the business 
world that the accountant is the one to call upon in this and 
similar connections is the fact that it has the effect of accelerating 
the desire of the client to shop, for when six different accountants 
solicit his patronage at about the same time there is a tendency to 
weaken his respect for the profession and create in him a desire 
to find out which one will answer his purposes at the lowest cost 
to him. It has been offered as an excuse that the general public 
is not well informed on the duties and practices of the account- 
ant, and that circular letters give new impetus to the activities 
of the profession. This argument may have had a semblance of 
truth at a time previous to the forming of our state societies, but 
it would seem that today it is not a valid reason. The general 
public has become fairly well informed as to the advantages of 
employing the practising accountant and auditor, and it is well 
not to deceive ourselves as to the purpose of such letters. In 
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fact the circular letter is a direct attack on the business of a pro- 
fessional brother, for undoubtedly when these letters are sent 
broadcast, as they usually are, they reach, to a large extent, 
firms and corporations which are already employing practising 
accountants; and in fact the very practitioner whose clients the 
signer of such circular letters would not wish to disturb is the 
one whose attention is drawn to this breach of ethics. 

A plan which suggests itself at this time might be carried out 
to advantage through the mediiun of state societies. If the 
state society would carefully prepare a letter showing very clearly 
that the accountant is the man to be called upon in connection 
with determining the figures when stating the amount of the 
income tax, and annex the names and addresses of all the practis- 
ing accountants in the society, firm names if desired, and mail a 
copy to each member of the chambers of commerce, manufactur- 
ing associations and institutions of a similar character in the state, 
it would have a more desirable effect than that attained when 
each individual member circularizes the same people. 

In the practice of his profession the accountant will of 
necessity require assistance, and we may well consider this sub- 
ject as a most important one. Much of the work performed is 
done by the assistant, and he enjoys to a large extent the confi- 
dence of client as well as that of his principal. His training 
should be such as to fit him eminently for such confidences, and 
on the attitude of the accountant and the supervision and care 
that he gives to such training will depend largely the ultimate 
success of his assistants. It is a duty that the accountant owes 
to himself that his assistant should have every opportunity for 
the complete development of his abilities, at all times being 
treated with consideration and assisted with helpful advice. Un- 
doubtedly many perplexing circumstances will present themselves 
to the assistant's notice when he is perhaps not in position to 
refer them to his principal, and it is but natural that, when these 
matters are reported to his principal a thoughtful consideration 
and careful analysis of the difficulty that besets him, with kindly 
words of advice, will be fully appreciated; whereas, a diflferent 
attitude would have the eflFect of discouraging him and perhaps 
cause a weakening -of his self-reliance. The success of the practis- 
ing accountant will be largely wrapped up in the manner in which 
the work is performed by his assistants, and while he may be suc- 
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cessful in keeping a thorough supervision of all the work per- 
formed, there are many times when he must largely trust to the 
work of his staff. It therefore behooves him to see that his as- 
sistants are well versed in all matters pertaining to the profes- 
sion, not only regarding its technique and practice, but also its 
ethics. 

Accepting the premise as laid down at the outset of this 
article that accountancy is a profession, it is necessary for us 
to thoroughly understand that the services to be rendered are of 
a personal nature and in consequence thereof there must be a 
personal responsibility. While it is quite natural that partner- 
ships should be formed so as to facilitate the manner of conduct- 
ing the affairs of an office, this does not in any manner lessen the 
individual responsibility. It would seem, however, that in incor- 
porated companies, created for the purpose of practising ac- 
countancy, the individuality would be lost, and the responsibility 
attached to that individuality would in a manner also be lost. 
There are some forms of incorporation where all the stock- 
holders, directors and officers are accountants, and this form of 
corporate accounting is not so much to be deplored as that of in- 
corporated companies which are formed purely for conunercial 
purposes, where the directors and advisory boards cannot in any 
way or form be considered practising accountants. The value 
of an accountant's signature or certificate will always be based 
on his personal integrity and reputation, and cannot in any way be 
enhanced by the amount of capital stock which is supposed to be 
back of the signature of the officers of an incorporated company. 

There are many other features which might be touched upon 
at this time, and which are well worthy of discussion, but per- 
haps it will be as well to sum up as a general proposition those 
things which have been previously referred to, as well as others 
that have not been specifically treated. It is somewhat to be 
regretted that the age has reached the point where, among a large 
class of our people it is deemed that the measure of success is 
the dollar ; but the writer is constrained to say that, in his opinion, 
this will have to change, and the true measure of achievement 
will be placed on a somewhat different and higher basis. 
If the accountant achieves for himself a position in which 
he has the rcispect, the confidence and the goodwill of the com- 
munity in which he lives he will have more to be proud of, and 
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will have reached a higher measure of success, than would be 
possible by any achievement of what may be called material 
wealth. It is well to remember that it is within that we must look 
for high ideals and for the source of all right and true action, 
and the closing lines of the speech which Shakespeare puts into 
the mouth of Polonius when speeding his son on his way to 
France, will sum up the matter. 

* * * to thine own self be true, 

And it must follow, as the night the day. 

Thou canst not then be false to any man. 

In this profession as in all other professions it is by hav- 
ing ideals and working for them, always keeping in mind 
that true success means the achievement of results approximating 
as nearly as possible to those ideals that one has pictured for 
oneself, that one can, as it were, become satisfied with one's 
work. It is the men who work for ideals who are the support 
of a nation, and it is ideals of a high character that make for the 
stability of a nation. Emerson said ''Hitch your wagon to a 
star." It would be well for the accountant to have ideals of the 
highest, for it is in accordance with the way in which he lives 
and conducts himself in this profession which he has adopted that 
he will bring both respect upon himself and credit upon the call- 
ing which he follows. 
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Responsibility of the Accountant 

By Edward L. Suffern 

The duties of the accountant engaged in the examination of 
the financial condition of any enterprise and reporting thereon 
will vary somewhat in accordance with the special purpose for 
which such report is designed. 

The most frequent occasions for the use of accountants' 
services are in connection with the obtaining of bank credits 
through certification of applications for loans, and it is gratify- 
ing to the accountants, at least that such certifications are being 
demanded more and more. Because of this fact, bankers are 
very properly holding accountants to a rigid responsibility which 
imposes upon them the obligation to be assured that every state- 
ment contained in the application is correct. 

The general attitude of accountants is entirely responsive to 
this obligation. Every conscientious accountant is most desirous 
of having his report of every nature set forth every fact in the 
most exact and enlightening manner. He wishes to present 
clearly every essential feature and to be absolutely certain that 
each one of them is right. That is his ideal and to attain it he 
is striving earnestly in every case. 

The trouble is that he cannot in a great number of cases be as- 
sured of his own knowledge that every item is right and to make 
plain some of the difficulties in the way is one of the purposes of 
this article. 

Every statement of condition should include at least the fol- 
lowing elements : 

On the asset side: 
Cash 

Accounts and notes due from customers 

Merchandise on hand in various forms and however subdivided 
Tools of trade of all descriptions 

Equipment of all kinds and in many cases forms of fixed property, 
such as buildings, real estate, etc. 

On the liability side would appear: 
Loans due banks or individuals 
Accounts due trade creditors and others 
Accrued indebtedness items, if any 
Mortgage indebtedness where such existed; 
Also the capital investments. 
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The accountant's duty is to ascertain the correctness of the 
amounts representing the above items, and as many others as 
may be necessary and report his judgment thereon. Until one 
should try to do so, it would seem as if that were an easy per- 
formance, and so it would be if all that should be needed were 
extracting the figures from the books. It is right there, however, 
that the trouble begins. 

To prove the cash is easy and takes little time. The 
second item, accounts due from customers, is also simple, al- 
though it may take a good deal of time to check the balances 
where there are large numbers of accounts. Each one must be 
examined to see whether it is old or new and be classified ac- 
cordingly, also its relative size as compared to previous balances 
should be observed. Notes receivable must be proved and this 
is usually quite easy, but it is when we come to the next item 
"merchandise" that the real difficulty is encountered. 

It seems to be commonly expected that the accountant should 
be able to prove this class of assets as accurately as he does the 
cash, and so he can, approximately, where a complete, scientific 
system of accounts is kept — accounts which show the amount of 
everything on hand currently — accounts which show the cost 
of all goods produced at any stage of production and which pre- 
sent clear and intelligible figures upon which calculations can be 
made. Where such accounts exist, it is possible to be reasonably 
accurate as to all forms of merchandise counted as assets. 

Unfortunately, however, such accounts are quite exceptional. 
Ordinarily, it is exceedingly difficult to ascertain close values 
otherwise than by taking an actual inventory, and this is almost 
always a tedious and expensive undertaking. It is rarely the 
case that the accountant is associated with the force engaged 
in taking the inventory even when the date at which it is taken 
coincides with that upon which an audit terminates. This places 
upon the accountant the necessity of checking the inventory by 
the best means available after it has been completed and fre- 
quently at a much later date, a process which in most instances 
precludes him from forming more than a general opinion as to 
its accuracy and forces him to rely upon the assurances of others 
that it has been taken carefully as to count and truly as to values. 
In such circumstances the accountant is justified in making his 
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certificate qualified as to such matters which he cannot positively 
verify. 

Where an examination is made independently of an audit 
and at a different period, it is clear that the accountant can do 
little more than to make and accept estimates as to the correct- 
ness of the values placed upon merchandise (except in the cases 
described above where proper accounts have been kept). 

The objection is frequently made that a qualified certificate 
does not serve the full purpose for which a certificate is desired. 
That is true. Every unconditional assurance is more valuable 
than a qualified statement, but honesty and conscience demand 
that no man shall state anything as being fact unless he know 
that it is such. This is especially important where the account- 
ant is, as frequently happens, called in to make an examination 
of condition and is expected to report very quickly. In such 
cases he should state in positive terms only such things as he 
knows to be true and qualifiedly those which he cannot know 
absolutely. This quick work should be discountenanced as much 
as possible. 

On the liability side the danger point seems to lie in the 
accounts due creditors, as well as in the notes payable. Where 
the accounts are properly and honestly kept these items are as 
easily handled as any others, but where for any purpose, either 
intentionally or otherwise, wrong records are kept the account- 
ant is at a great disadvantage in his examination. 

The notorious failures of a few years ago, where it was dis- 
covered that immense sums of discounted notes were not entered 
on the regular books as part of the obligations, have caused 
accountants to be more wary than formerly and to try to prove 
the amount of outstanding notes payable through every possible 
channel; consequently it is more difficult to conceal obligations 
of this kind than it once was. When we come to open accounts 
due creditors, however, we find it is much more difficult to be 
sure that all obligations are recorded than in the case of notes. 
If a note has been issued some one has it and it is usually pos- 
sible to trace it; but invoices for goods purchased, or any other 
like debts, might be destroyed or filed away without being 
entered, and the accountant could not of his own knowledge be 
aware of the fact, especially if he had had no previous or regular 
relations to the concern under examination. 
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To the mind of the writer the safest method for the account- 
ant to adopt is to secure from a responsible person, partner or 
officer a signed statement that the obligations of the concern are 
all recorded on the books or submitted for investigation. A 
somewhat similar statement should be made in respect to the 
values at which the merchandise appears on the exhibit of 
assets, and where an inventory has been taken it should be 
signed as correct by some highly responsible person. In this 
way the accountant can protect himself as to matters which are 
beyond his own ability to determine and can qualify his certifi- 
cate correspondingly. 

In a considerable majority of cases the accountant can be 
reasonably sure of the correctness of nearly all items of the ac- 
counts, particularly where he has familiarity with the concern and 
has learned its methods; but where he has any doubts at all he 
should use every precaution to satisfy his doubts and if any still 
exist to distinguish between things he knows and things he may 
question. 

The larger purpose for which an accountant's services may 
be desired by bankers is where new capital may be required and 
the report would become one of the very important factors which 
would determine the investment. The examination which would 
be undertaken for such a purpose should cover much more 
ground than that which is described above. The latter has to do 
with the ability of a concern to pay its obligations; the other 
must consider not only this qtfestion, but the larger one of earn- 
ings. 

It is in such an investigation that it seems to the writer the 
accountant may find one of his most valuable opporttmities of 
service. It is usually a simple enough matter to examine the 
profit and loss account of a concern and to make up there- 
from an exhibit of yearly earnings which shall set forth fairly 
well all the essential elements for an intelligent understanding 
of how the profits or losses have been created "according to the 
books." There is very much beyond this, however, which the 
accountant should do. He should carefully study these ele- 
ments one by one and the relation of each one to every other, 
so as to see just what its effect has been upon the total out- 
come. 

For instance, the volume of business transacted, taking it as 
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a whole, may have been insufficient to produce a proper profit 
on the year's operations owing to the heavy general overhead, 
and then it would seem reasonable to suppose that if the volume 
could be increased without correspondingly increasing the 
overhead a satisfactory result would be reached. That would 
not be so necessarily. An analysis of this volume might show (and 
has in some instances) that the total costs of the regular and 
staple classes of goods sold so nearly approached the selling price 
that a fair margin of profit would be unrealizable no matter how 
large the sales might become, and that the profits accrued during 
the year were due to some special business which was not 
likely to recur. 

What the banker would want is information which would 
enable him to judge of the probabilities of the business, as well 
as a knowledge of its past, and such information is only ob- 
tainable through a careful study of the meaning of every factor 
which has contributed to its history. This is really "research 
work" and makes large demands upon both the general and the 
special knowledge of the accountant. It is necessary work, 
nevertheless, and of high value. 

Among the things a banker wants to know is the probability 
that the new capital investment will accomplish the full results 
for which it is required. Will it be adequate for the needs, 
or not, and if invested will it have a profit producing energy 
or be dormant ? To such questions it is often hard to give an 
answer, but a reasonable approach to one can be evolved through 
the right study of the past results of the business, plus the 
economic conditions affecting it. 

The difficulties which confront the accountant in the prepara- 
tion of a financial statement for borrowing purposes are to be 
found still in the larger work, but can be more easily overcome, 
inasmuch as a report of earnings would cover a longer period, 
the examination of which would reveal errors of methods which 
would not be so readily apparent in the shorter term. 

Any accounting service of any kind is assisted and improved 
if the accountant can keep before him the point of view of the 
one for whom the service is rendered. If one can clearly see 
just what information should be imparted in order that the re- 
port should be intelligible on all vital points to whomsoever 
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might read it, the restdt will be a gain in clearness and definite- 
ness. 

The year recently closed was conspicuous in its effects 
upon accountancy. As this is written four large corporations 
are being violently assailed by groups of minority stockholders > 
on the grotmds of mismanagement and the concealment of im- 
portant facts through false reports. Whether the charges be 
true or not, it is evident that the day has arrived when stock- 
holders, however much in the minority, are going to demand that 
the administration of corporate affairs shall be subjected to a 
more rigid and detailed scrutiny than has been customary in the 
past. This is quite as it should be. It will not only mean the 
higher service of the accountant and his increased recognition, but 
more important still the greater security of the investor and a 
closer responsibility placed upon the management. 
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Advertising an Asset on the Balance Sheet* 

By Edgar C. Salvesen, C. P. A. 

I have before me an editorial which appeared in the Decem- 
ber 25 issue of "Printers' Ink." It was sent to me, as secretary 
of the Minnesota society, with a request for an opinion thereon. 
I thought it would be a good idea to prepare a few notes on the 
subject for this meeting and then throw the matter open to dis- 
cussion. This article entitled "Advertising on the Balance Sheet," 
is in part as follows : 

The recent holding in London of the twenty-first annual meeting of 
Pears, Ltd., and the statement made there by the managing director that 
10% dividends had been paid for twenty consecutive years, were made 
by Frinter/ Ink the occasion for writing Mr. Barratt and making a 
pertinent inquiry of one who is known through Great Britain as the 
"Grand Old Man of Advertising." Mr. Barratt in reply says : "Replying 
to your question as to whether I am of opinion that all advertising should 
be charged to 'current expenses' of the year, I may say that although 
it is the custom here for professional auditors to require this to be done, 
I personally distinctly consider such method to be entirely wrong, and 
certainly it is contrary to my own experience and practice, too, when this 
business was a private partnership." 

Although, according to present English accounting practice, Mr. 
Barratt is unable to follow out his inclination to figure a certain definite 
part of the advertising expenditure as so much good-will investment, 
it nevertheless would have been exceedingly interesting to know what 
percentage he would have figured, and on what basis. The fact that most 
accountants, bankers and others do not recognize advertising as contribut- 
ing to goodwill or "investment" account is one thing; and the fact that 
practically all advertising men as well as many other auditors and 
bankers know that it does so contribute in a countless number of cases 
is another thing. That it is not the universal practice of auditors to put 
a value on goodwill derived from advertising proves nothing more than 
that the men of finance and figures have not seen how they are uniformly 
to do so. 

Dicksee, the standard English authority on accounting, has written a 
book on "Good Will and Its Treatment in Accounts." He takes the view 
that the only excuse for inserting the item of "goodwill" in accounts is 
that such an amount has actually been paid by the present proprietor for 
the goodwill of a business. That is to say, in order to make a showing 
on your bool^ of the investment or residual value of advertising, you 
have got to sell your business ! Yet he admits that when a certain definite 
expenditure has been incurred by the proprietors of a business for the 
sake of creating a goodwill (as, for example, money spent on advertis- 
ing a brand new invention) such sums can be debited to "Establishment 
Account" and "in so far as these expenditures have been judicious a re- 
sidual value will doubtless remain in respect of them which may fairly be 
treated as goodwill." Mr. Dicksee apparently feels that this may be 
taken as a license for wild-catting, inasmuch as he then goes on to say 

• Paper nad before the Minneaota Society of Publlo Aooountants. 
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"advertising of an ordinary description must only be capitalized (even 
temporarily) after the exercise of the greatest caution." 

A manufacturer who sells out his business to a trust and walks out 
of the concluding conference, buttoning up in his pocket a check run- 
ning pleasantly into seven figures, knows what part advertising has played 
in earning him that check; advertising has been one of the largest ele- 
ments in his success The men who buy realize it. The directors, in their 
discussions and votes, recognize the value of the advertising. Everybody 
in the house that knows anything about advertising knows that from half 
to three-quarters and sometimes even more of the appropriation fails to 
produce inwnediate sales but paves the way for future business. Only 
when it comes to the point of setting it down in the balance sheet is 
there any bogging. The advertising rarely gets a mention; it is not 
recognized as contributing to the good- will value of brands, trade-marks, 
trade-names, trade-characters, etc., but these are too often lumped con- 
fusingly with patents, licenses, grants, franchises and other entirely dif- 
ferent elements. 

Has this practice a right to be called conservative accounting? It is 
silence on a vital point. It is not a true description of the business. It 
is even a misrepresentation of the source of values. 

It ought to be possible and ultimately practicable to ascertain the rela- 
tion between the expenditures for advertising, for sales organization and 
for improvement of product and the market results of each and all of 
these. 

Accountants will hardly move in this matter themselves. They are 
not hostile, but they are not definitely sympathetic. There has been no 
consistent pressure on them to analyze further than they have done in 
the matter. But that it will be done sooner or later there is no room for 
doubt. Advertising as it grows into fuller self-consciousness will insist 
on it. There is too much at stake not to do it. The importance to the 
trade, as a trade, of getting definite recognition for its promotional part 
in goodwill, of making it the recognized practice to do so, may be gauged 
by considering the steadying, standardizing effect the criticism of the 
banking and auditing professions would have on advertising practice. 

Taken in a nutshell the argument in this article seems to be in 
favor of a proposition whereby accountants, bankers and others 
to whom the preparation and reading of balance sheets is of 
interest are called upon to recognize and allow the introduction 
as an asset on the balance sheet of, let us say, a manufacturing 
corporation, some proportion (to be determined) of the money 
spent in advertising. 

It seems to me that the first thing to do before answering this 
argument is to ask ourselves the question "What is a balance 
sheet?" To this we would reply that a balance sheet is an ex- 
pression of opinion regarding the assets and liabilities of a busi- 
ness at a specific date, bringing out in such opinion the net worth 
of said business to its owners, be they partners or stockholders. 
Again, let us ask ourselves "What are assets ?" Assets are : 

Liquid, and as such represent cash or the readily realizable 
equivalent of cash, 
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Investments, which also are the equivalent of cash although . 
possibly not readily realizable, 

Capital or fixed assets, representing real estate, machinery and 
equipment, constituting the life force of the business, and from 
the use and operations of which the profits are derived for the 
benefit of the owners. 

It is under the last named caption that we are asked to con- 
sider Advertising as an asset, instead of an expense, and thereby 
to increase (on paper) the profits of the business and the result- 
ant net worth to the owners. One of the arguments set up in 
favor of this procedure is that the goodwill value of brands, 
trade-marks, trade-names, trade-characters, etc. are too often 
lumped confusedly with patterns, licenses, patents, grants, fran- 
chises and other entirely different elements which appear in 
balance sheets as assets. But do two blacks make a white? I 
think not, and no doubt we would all be glad to see items of 
trade-marks, patents, etc. eliminated from balance sheets. That 
also is my opinion with regard to "Advertising" on the balance 
sheet 

We admit that advertising is valuable just as we admit that 
personal service of the executives of business is valuable, 
very often more so than the amounts charged for their salaries. 
But would we contemplate for a moment setting up an asset to 
represent the value of the personality of the executive officers 
to the business ? Or would we, for example, in territories where 
business is largely dependent on the outcome of a good crop, 
make problematical entries to cover the value of a certain month's 
sunslnne or rainfall or a clear political horizon? Or again, 
would we every year raise upon the books an asset to represent 
goodwill, based on the profits for the preceding twelve months ? 
I need not say that the answer to all these queries is no, dis- 
tinctly no. Then why make an exception in the case of money 
spent in advertising, the return for which, in future business or 
sales, cannot even be estimated? It may be an hundred fold, 
or it may be negligible. 

The writer of the editorial under discussion quotes Mr. 
Dicksee, the English authority, in taking the view that the only 
excuse for inserting the item of goodwill in accounts is that 
such an amount has actually been paid by the present proprietor 
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for the goodwill of the business. That is what Dicksee said; 
here is what the editorial in question adds to it, "that is to say, 
in order to make a showing on your books of the investment or 
residual value of advertising you have got to sell your business." 

I do not quite see the connection. If I were in the happy 
position of selling a business and receiving in the proceeds a 
substantial sum for advertising or goodwill I do not think I would 
worry very much how to make the entry on the books. Wotdd 
you? I think the person who bought the business would have 
more to worry about than I would, and if he were to call me 
in professionally after a while and say that he had an item on his 
ledger for the amount he had paid me for goodwill but did not 
know how to treat it, I would advise him to charge it off against 
his surplus as quickly as possible. There would not be so many 
misleading balance sheets published, especially of large corpora- 
tions with numerous subsidiary companies, if goodwill, patents 
and such like items had to be eliminated from the assets,, or at 
any rate segregated in such manner that any layman might 
know that they represented only problematical value. 

In other words, the water in over-capitalizations would have 
to stand by itself, and we all know that water is physically in- 
capable of doing this; it needs a receptacle which can conven- 
iently hold it. 

I am glad to see that the views of accountants are, at any 
rate, being sought more and more in problems such as the one 
I have been speaking about, and it is for us, by exchanging our 
views and arriving at well founded opinions, to justify the confi- 
dence placed in us by business men generally. 
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EDITORIAL 

The Basis of Success 

The largest measure of success is always accomplished through 
organization and co-operation. This, whether it be in general 
business or in professional pursuits. Organization strengthens 
the operative force; co-operation welds the interests of the in- 
dividual members. 

Accountancy should be the final, unassailable word in the 
world of statistical analysis. There should be no possibility of 
appeal from the professional findings. It should be everywhere 
so gprounded in professional ethics that its advanced standards 
should be recognized in the legal safeguards provided by legisla- 
tive enactment. 

And it is the fact that, as state after state recognizes the 
essentials of laws providing for the examination of accountants 
and the regulation in some measure at least of their practice, 
as well as through the organization of state societies, this 
profession is broadening, strengthening, and becoming more and 
more recognized by the great financial, industrial, mercantile, 
railroad and other interests of the country. 

This has developed from organization and co-operation among 
the members of this profession who have urged and striven for 
the safeguarding of its ethics, and who have broadly accomplished 
this on the basis of these vital factors. 

Indifferent individualism will not long stand out against the 
splendid accomplishments of the higher accountancy. 
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Right of Fiscal Court to Select Accountant 

The court of appeals of Kentucky recently handed down a 
decision in a case of considerable interest to accountants. While 
the principle of competitive bidding for accoimting work is one 
that is deprecated by accountants the finding of the court is 
one that will meet with general approval and we publish herewith 
the opinion delivered by Judge Carroll. The suit was brought 
by appellant taxpayers against the members of the fiscal court 
of Daviess county (Ky.) to enjoin them from paying T. A. Ped- 
ley, an accountant who had been employed by the fiscal court for 
the purpose of investigating the affairs of various county officers. 
The lower court dismissed the petition and the taxpayers ap- 
pealed. 

It appears from the petition that several accountants presented 
bids to do the work, in answer to proposals solicited by the court, 
and that the price at which some of these bidders offered to do the 
work was a good deal less than the offer made by Pedley, 
whose bid was accepted. The court holds as follows: 

If the fiscal court had the right to employ an accountant for the pur- 
pose stated, they had the right to exercise a sound discretion in making 
the employment and to accept the proposal of that bidder who in their 
judgment was best qualified to execute the work in a satisfactory manner, 
although his bid might be higher than the bids of other accountants. 
Necessarily in matters like this the fiscal court is invested with a large 
measure of discretion, and under ordinary circumstances this discretion 
will not be controlled by the courts as it is to be presumed that the 
fiscal court will act in the discharge of matters under its care in such a 
manner as to best conserve the interests of the county. 

It is further insisted that no tax had been levied to pay the amount 
the contract with Pedley called for, and therefore the court was without 
authority to enter into the contract of employment, as it could not expend 
in this business money raised by taxation under levies made for other 
purposes. But the order of the fiscal court shows that the appropriation 
necessary to pay Pedley for his work was appropriated out of the 
"general fund" of the county, which fund we presume consists of a 
surplus left remaining from funds appropriated for other purposes after 
the purpose for which the fund was appropriated had been satisfied. 
Whaley v. Com., no Ky., 154. 

The principal question in the case relates to the power of the fiscal 
court to make the employment We have written in a number of cases 
that the fiscal court is a court of limited jurisdiction, and is only author- 
ized to do such things as the statute permits or directs it to do. Wood- 
ruff V. Shea, 152 Ky., 657, and cases therein cited. And so we must 
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look to the statute for the purpose of ascertaining if the fiscal court 
had authority to employ an accountant for the purpose stated. In sec- 
tion 1840, defining the jurisdiction of the fiscal court, it is provided, 
among other things, that it shall have jurisdiction "to regulate and con- 
trol the fiscal affairs and property of the county," and it seems to us 
that this right carries with it by necessary implication the authority to 
examine and investigate the books and accounts and records of the 
various officers, agents and employees of the county who have the con- 
trol of or who are charged with the collection or expenditure of the 
funds of the county arising from taxation or any other source. It 
might be deemed wise and expedient by the fiscal court to investigate 
the affairs of one or more of these officers, agents or employees of the 
county, and this investigation of course the fiscal court could not make 
without employing some competent person. 

The fiscal court is charged by the statute with the duty of looking after 
the fiscal affairs of the county, and this puts upon it the responsibility 
that attaches to any other business body, and if it could not, when the 
occasion seemed to demand it, have an investigation made of the books 
and accounts and records of any one or more of the officers, agents or 
employees of the county who have the control of or right to receive or 
pay out the funds of the county, the court could not, in any proper 
manner, perform the duty required of it in the management of the fiscal 
affairs of the county. There is scarcely a business institution in the 
state of any magnitude that does not have its books examined by some 
skilled accountant, and there are many good reasons why the fiscal court 
should be permitted to exercise this character of supervision over the 
persons charged with the collection or expenditure of the public funds. 

We think the judgment of the lower court was correct, and it it 
affirmed. 



Collateral in Kind 

Accountants who view mostly the severe and serious side 
of statistics, unlightened by even a ray of humor will, perhaps, 
read the following with keen appreciation of its somewhat 
ridiculous relation to the austerity of the banking business. But 
it is not fiction by any means. 

New York banks, when talking loans with their southern 
correspondents, generally discuss the subject on the basis of 
rated paper. But one of the biggest banks in the financial dis- 
trict of this city recently accepted a curiosity in the way of 
collateral, which latter is, nevertheless, probably as good as any- 
body's prime paper. The document reciting the list of collateral 
reads somewhat as follows: "One mouse-colored mule named 
Jake." Underneath this is another line where the spelling is not 
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so good, but is no real discount on its value. It reads, "One 
spoted hefar named Jane." And so the list runs, as an itemized 
statement of the chattels belonging to the operator of a one- 
mule plantation down on the Tombigbee, where perhaps today 
"Jake" is braying out the delight of a finished day's work and 
"Jane" is roaming along a highway in the simple duty of a grow- 
ing-up cow. 

Such collateral is not unusual locally in cotton-growing dis- 
tricts, but it is a rarity in the big banks of New York. 



Proposed Legislation in New York 

The committee on legislation of the New York State Society 
of Certified Public Accountants has had the two bills printed 
below introduced before the legislature of this state. The first 
is for an act to amend the code of civil procedure, in relation 
to privileged communications between certified public account- 
ants and clients. This would add to section 841-i of the code 
of civil procedure a section, to be numbered &4i'C, to read as 
follows : 

Privileged communications between certified public accountants and 
clients. A certified public accountant shall not be allowed to disclose a 
communication, made by his client to him, or advice given thereon, in 
the course of his professional employment, nor shall any clerk, stenogra- 
pher or other person employed by such certified public accountant, be 
allowed to disclose any such communication or advice given thereon. The 
provisions hereof shall be subject to waiver by the client in the manner 
provided by section eight hundred and thirty-six of the code of civil 
procedure. 

The second proposed act is to amend the penal law, in rela- 
tion to false or fraudulent statement by certified public accotmt- 
ants. It would add to article 86 of chapter 88 of the laws of 
1909, entitled "An act providing for the punishment of crime, 
constituting chapter forty of the consolidated laws," after section 
957, as added by chapter 593 of the laws of 1913, a new section, 
to be section 958, to read as follows : 

False or fraudulent statement by certified public accountant. Any 
certified public accountant, who, with intent to deceive, makes, issues or 
publishes, or causes to be made, issued or published, any statements relat- 
ing to the financial condition, or to facts affecting the financial condition, 
of any person, firm, association or corporation, and who knows, or has 
reasonable ground to believe that any material representation, prediction, 
or promise made in such statement is false, is guilty of a felony, punish- 
able by a fine of not more than $5,000, or by imprisonment for not more 
than three years, or both, and upon his conviction his certificate of 
qualification to practice as a certified public accountant shall be thereby 
canceled and revoked and he shall not be allowed thereafter to practice 
as a certified public accountant. 
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Edited By John B. Niven, C. P. A. 

There have now been published by the Treasury department 
the general regulations expected for some time past. These con- 
tain homogeneously the various regulations and rulings issued 
in connection with the income tax since the law was promulgated, 
October 3, 1913. The general regulations have been published 
by the Treasury department as a supplement to the weekly Treas- 
ury decisions, and are entitled "Regulations No. 33."* As 
the supplement contains a copy of the law the public will find 
within its pages the complete instrument under which income 
will be assessed and tax collected. A perusal of these general 
regulations does not disclose much new matter; but one or two 
points may be mentioned. 

It is noticed that in indicating the deductions and exemptions 
under paragraph B of the act the interest to be deducted is 
that paid within the year on personal indebtedness of the tax 
payer "incurred in the conduct of business." The last six words 
here quoted do not appear in the act itself, and there seems con- 
siderable doubt as to whether or not the department can so re- 
strict the intention of the act. 

While the act itself states that a return shall be made by each 
person subject to the tax and having net income of $3,000 or 
over, the general regulations provide that any individud whose 
net income is less than $20,000, for whom full return has been 
^ade by others as withholding agents, shall not be required to 
make a return. This is a relief from the requirements of the law 
both just and proper, and it is conceivable that many tax payers 
will be able to so adjust their claims for exemption that their 
proper proportion of tax will be paid on their behalf by with- 
holding agents and thus obviate the necessity of their having to 
make any return. 

With reference to the provision in the monthly list returns to 
be made by withholding agents, that the amount of the tax with- 
held may be remitted to the collector at the same time as the re- 



Thl8 supplement may be secured from Uie local collector or from the Superin- 
tendent of Documents, Washington, D. C. The price is 16 cents the oopj. 
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turn is filed, the regulations now state that these amounts are 
not to be forwarded until notice of assessment is received from 
the collector. This seems to conform with the further regula- 
tion as to the repayment of tax withheld under a claim for deduc- 
tions filed with the collector, wherein it is provided that the col- 
lector will furnish the withholding agent with a statement of the 
amount of deduction claimed, and the withholding agent will not 
withhold and pay the normal tax to the extent of the deductions 
so claimed. It is not clear if it is intended that the tax payer's 
only source of repayment is the withholding agent, and should 
he fail to recover the amount from the withholding agent on ac- 
count of his insolvency or any other cause, whether or not he 
would also have recourse against the government for the 
amount due him. To so restrict his rights of recovery would 
be most inequitable as he has no discretion in choosing his 
withholding agent. 

In order that the records of the Journal may be complete 
there are published in this issue a number of rulings g^ven out 
by the department before the general regulations above referred 
to. Briefly stated the effects of these rulings are as follows : 

T. D. No. 1937 — January 26, 1914. Rules that corporations 
are not permitted in arriving at the taxable income for the year 
1913 to deduct any portion of the specific exemption of $5,cxx) 
authorized under the corporation tax act. 

T. D. No. 1938 — ^January 29, 19 14. Extends to April i 
the use of forms looi, 1003 and 1004. 

T. D. No. 1939 — ^January 28, 1914. Is for the instruction of 
collectors only, but it is interesting to the general public from 
the fact that it is therein stated that it is contemplated to com- 
bine certain forms of certificates in the near future. 

T. D. No. 1942 — February 3, 1914. Is in reply to numerous 
letters which have been received by the department as to the 
placing in Form No. 1040 of income derived from bonds con- 
taining the Tax Free Covenant clause and states that such in- 
come received prior to November i shall be included under 
column B and that such income received subsequent to Novem- 
ber I shall be included under column A, provided no exemption 
has been claimed. The original text of this ruling was subse- 
quently amended by T. D. 1948 to make the department's in- 
tention more clear, and the ruling in its amended form is given 
in this issue. 
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T. D. No. 1943 — February 4, 1914. Gives instructions rela- 
tive to the returns to be made by fiduciaries. These instructions 
are along the line generally anticipated by fiduciaries in making 
up their returns. This ruling also indicates how the income 
received by an individual from a fiduciary should be entered in 
Form 1040 and though it may be questioned whether their sug- 
gestions that dividends included in the beneficiaries income from 
the fiduciary should be included among the dividends received 
from the tax payer's own investments, it is not of much moment 
provided such information is available to him. One can con- 
ceive circumstances, however, in which the beneficiary would have 
difficulty in obtaining the full details of the fiduciary investments 
and this provision seems to place additional trouble on the tax 
payer for no good end. Should the fiduciary estate contain non- 
taxable bonds a much more serious problem would arise. 

T. D. No. 1945 — February 7, 1914. Rules that persons having 
an annual net income less than $20,000 need not show income de- 
rived from dividends or net earnings of corporations on the re- 
turn. This ruling is declared to amend general regulations No. 

33- 

T. D. No. 1946 — February 10, 1914. States that income de- 
rived from interest upon the obligations of special assessment 
districts created for the improvement of streets, public highways, 
the provision of sewerage, gas and light and other public pur- 
poses shall be excluded in computing net income for the income 
tax. 

T. D. No. 1947 — February 12, 1914. Extends the provisions 
of T. D. 194s to cover returns made by fiduciaries. 

At the end of the treasury rulings in this issue of the Journal 
p. 222 is printed a copy of form 1042 for making annual list re- 
turn of normal income tax withheld at the source on salaries, 
wages, rents and interest which had not been issued by the 
Treasury department when the February number of the Journal 
went to press. 



TREASURY RULINGS 

(T. D. 1937 January 26, 1914) 

Corporations arc not permitted to deduct from gross or net income for 
the year 1913 any portion of specific exemption authorized under cor- 
poration tax law. — Sec. 38, act Aug. 5, 1909. 
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Section 2 of the act approved October 3, 1913, known vas the Fed- 
eral Income Tax law, provides that all corporations, joint-stock com- 
panies, and all insurance companies except those specifically enumerated 
as exempt, shall be subject to the normal tax imposed upon individuals, 
such tax to be levied, assessed, and paid annually upon the entire net 
income arising or accruing from all sources during the preceding calen- 
dar year. 

The provisions of this act apply to corporations which have or may 
have income arising or accruing on and after March i, 1913. For the 
purpose of covering the liability of corporations to special excise tax for 
the months of January and February, 191 3, the provisions of the cor- 
poration tax law (sec. 38, act Aug. 5, 1909) were extended, and in sub- 
section S of the income tax law it is provided that the net income for 
these two months shall be ascertained in accordance with the provisions 
of subsection G of section 2 of the act of October 3, 1913; that is, in 
the same manner as the net income for the remaining 10 months of the 
year is ascertained. 

In the subsection G, just cited, all items or charges against income, 
which constitute allowable deductions from gross income, are specifically 
set out No provision, either express or implied, is made in this sub- 
section or elsewhere in the act for the allowance of all or any portion 
of the specific exemption ($5,000) allowed under the corporation tax law. 
As applied to the months of January and February, 1913, the income tax 
law in effect amends the corporation tax law by eliminating the specific 
exemption previously allowed, and provides that the tax for that period 
shall be measured by the net income ascertained according to the rule 
set out in subsection G of the later act. (See second proviso in subsection 
S, act Oct. 3, 1913.) 

The third proviso of subsection S also provides that — 

For the year 1913 it shall not be necessary to make more than one re- 
turn and assessment for all taxes imposed * ♦ ♦ by way of income or 
special excise. 

The net income for both kinds of taxes and for both periods of the 
year being ascertained in exactly the same manner, but one return cover- 
ing the entire calendar year 1913 is required. That return will show the 
entire net income ascertained in accordance with the provisions of the 
income tax law, and no specific exemption whatever being authorized, 
such net income as returned for the entire year will be the amount upon 
which the tax is computed. 



(T. D. 1938 January 29, 1914) 

Extension of time to April i, 1914, for the use of Forms looi, 1003, and 
1004, as provided in T. D. 1907 of November 26, 1913. 

Notice is hereby given that Forms looi, 1003, and 1004, as adapted 
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to the use of foreign organizations, foreign partnerships, and foreign 
fiduciaries, when properly filled in and signed, and giving the informa- 
tion required by regulations, may be accepted by debtors or withholding 
agents until March 31, 1914. 



(T. D. I939^anuary 28, 1914.) 

Blank forms of certificates and other forms required in connection with 
the collection of income tax and making of returns by taxpayers will 
be furnished on application to the Commissioner of Internal Revenue. 
Forms may be printed by corporations and others, provided they con- 
form strictly to department requirements as to size, print and con- 
tents. In making requisition on the department for forms no more 
should be requested than the absolute needs of the office make neces- 
sary. 

You are instructed that the department will furnish blank forms of 
certificates and other forms required to be used in connection with the 
collection of the income tax and the making of their returns by taxpayers 
to such parties as may make application for the same. Private corpora- 
tions and others desiring to have these forms printed for themselves may 
do so if they will strictly observe the requirements of the department as 
to size, print and contents of the forms and certificates as prescribed by 
the regulations. 

In pursuance of the desire of the department to furnish every possible 
facility to aid taxpayers in complying with the law, requisition should 
be made for such quantity of the various forms as may be found neces- 
sary in each collection district, and these forms will be forwarded im- 
mediately upon application. Attention is called, however, to the fact 
that a large stock of these forms should not be accumulated in any office, 
and that for the present, particular caution should be exercised so as 
not to make requisition for more than the absolute needs of each office. 
It is contemplated that in the near future a combination of certain forms 
of certificates may be arranged for, and these consolidated or combined 
certificates will be furnished as soon as practicable. When such combined 
certificates shall be furnished, the use of the older or original certificates — 
that is, those now in use — should be discontinued at the earliest possible 
date. 



(T. D. 1942 February 3, 1914) 

(Amended by T. D. 1948 February 12, 1914) 

Income tax ruling -as to income derived from bonds containing "tax-free 
covenant clause," and how same may be returned on Form 1040 when 
exemption is not claimed at the source. 
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Letter to Collectors 

This office is in receipt of numerous letters asking whether income, 
tax on which is paid or to be paid at the source, although not withheld at 
the source, can be placed in column A, page 2, of Form 1040, and in reply 
to this inquiry you will advise as follows : 

The stipulation in bonds whereby the tax which may be assessed against 
them or tlie income therefrom is guaranteed is a contract wholly between 
the corporation and the bondholder, and in so far as the income tax 
law applies the government will not difterentiate between coupons from 
bonds of this character and those from bonds carrying no such guarantee. 
The debtor corporation, or its duly authorized withholding agent, will be 
held responsible for the normal tax due in such cases when no tax has 
been withheld and no exemption claimed. 

Income paid by "debtors" from March i to November i, 1913, shall 
be included in the return of the individual (under column B, page 2, of 
Form 1040) as income upon which the normal tax of i per cent has not 
been withheld and paid at the source. 

Income received by individuals between November i and December 
31, 1913, upon which the normal tax has been withheld at the source 
shall be included in their annual return (under column A, page 2, of 
Form 1040) as income upon which the tax has been withheld. 



(T. D. 1943 February 4, 1914) 

Instructions to collectors relative to fiduciaries and returns to be made by 
them on Form 1041. 

T. D. 1908 provides that all fiduciaries shall on or before March i 
of each year, when the annual interest of any beneficiary in the income 
of the estate or trust is in excess of $3,000 ($2,500 for the year 191 3), 
make and render a return of the income of the person or persons (the 
beneficiaries) for whom they act to the collector of internal revenue of 
the district in which the fiduciary resides. 

Where a decedent died after March i in the year 1913, and from March 
I up to the date of his death had a net income of $2,500 or more, the 
fiduciary (». e., the executor or administrator) should make a return for 
the decedent on Form 1040, and the income tax, both normal and addi- 
tional, shown to be due thereon will be a debt against the estate of the 
decedent. The same principle will apply to subsequent years if the net 
income of the decedent from January i to the date of his death amounts 
to $3,000 or more. No other return is required to be made by the fiduciary 
until the settlement of the estate has reached the stage when the benefi- 
ciaries thereof and their respective interests in the income derived 
from the estate are determinable, and then the fiduciary is required to file 
a return on or before March i of each year, as prescribed by the regula- 
tions. 
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The fiduciary will enter on page 2 of Form 1041, under the at>propriate 
heads, all income accruing to the beneficiaries of the trust or estate from 
March i to December 31, 1913, inclusive; but the interest derived from the 
obligations of a State or any political subdivision thereof and the obliga- 
tions of the United States or its possessions is not to be included. 

The fiduciary will enter on page 3 of Form 1041 for the year 1913 
five-sixths of the deductions allowable under paragraph B of the law, and 
on line i it will be proper for the fiduciary to enter all legitimate expenses 
incurred in administering the estate or trust. If the fiduciary holds and 
rents business or residential property and pays insurance, water rents, 
commissions for the collection of rents, or any other necessary expenses 
in managing the estate or trust, it will be proper to enter same on line 
I as an allowable deduction. 

The amount to be shown on page i, line 3, will represent the total 
amount of income accruing through the fiduciary to the beneficiaries of the 
estate or trust which is subject to the normal tax, and when the interest 
of any one beneficiary in this amount from November i to December 31, 
1913, inclusive, was in excess of $3,000, whether distributed or not, the 
fiduciary was required to withhold and pay the normal tax on the whole 
$3,000 and excess thereof, unless the beneficiary filed with the fiduciary 
Form 1007, as prescribed by the regulations, claiming exemption under 
paragraph C, and in that event the fiduciary was only required to with- 
hold and pay the normal tax on the amount in excess of the exemption 
claimed. 

T. D. 1906 prescribes that when fiduciaries make their annual return 
they shall give the name and full address of each beneficiary and the 
share of income to which each may be entitled, which information shall 
be given on page i of Form 1041. In the column "Amount of income paid 
or accrued to beneficiaries" should be entered the respective interest of 
the beneficiary in the amount of income as shown on page i, line 3. 

When the interest of any beneficiary in the amount of income subject 
to the normal tax, as shown on Form 1041, page i, line 3, is in excess of 
$3,000, and the same was paid to the beneficiary within the period from 
November i to December 31, 1913, both dates inclusive, the fiduciary was 
required to withhold and pay the normal tax as prescribed by the regula- 
tions, and the information required should be given on Form 1041, page 
I, giving the name and full address of each beneficiary, the amount of in* 
come paid or payable to each beneficiary (this amount would be the 
beneficiary's interest in the amount of income subject to the normal tax 
as shown on line 3), the amount of exemption claimed under paragraph 
C (if any), the amount of income on which normal tax should be with- 
held, and the amount of tax withheld, all to be given in the respective 
columns in the order named. 

A fiduciary acting for a minor or insane person who had a net income 
of $2,500 or more for the year 191 3 will make the return for his ward on 
Form 1040 and will not be required to file a return on Form 1041, unless 
he has more than one ward by reason of the same estate or trust; then in 
that event a return will be required on Form 1041, and a separate return 
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on Form 1040 for each ward having a net income of $2,500 or more for 
the year 1913. 

The income accruing or paid to a beneficiary through a fiduciary may 
be composed in part of dividends, or income upon which the normal tax 
has been withheld and paid or to he Paid at the source, or income derived 
from the obligations of a state or any political subdivision thereof or 
from the obligations of the United States or its possessions (income from 
obligations of a state or any political subdivision thereof and from the 
obligations of the United States or its possessions is not subject to the 
tax and should not be included). If a beneficiary has other income which, 
added to the income accruing to him through his fiduciary, gives him a 
net income of $2,500 or more for the period from March i to December 
31, 1913, inclusive, he should make a return of his gross income on Form 
1040, as required by the regulations. 

To illustrate: If a fiduciary's gross income was $10,000, derived from 
the following sources : 

I. Interest upon the obligations of the United States $ 1,000.00 

3. Dividends on stock or net earnings of corporations 2,000.00 

3. Interest from bonds containing "tax-free covenant clause," 

upon which the fiduciary did not claim any exemption at 
source and which he entered on Form 1041, on page 2, 
column A, as income on which normal tax was withheld 2,000.00 

4. Income from rents, etc 5,000.00 

$10,000.00 

the fiduciary's* return on Form 1041 would show as follows : 

Page 2. Line 3, column 6, amount of rents $ 5,000.00 

Line 5, interest from bonds, "tax-free clause," column 

A 2,000.00 

Line 10, dividends 2,000.00 

Aggregate total of gross income $ 9,000.00 

(No entry of interest on United States bonds, $1,000.) 

Page 3. Line i, necessary expenses actually paid in carrying on 

business, including compensation of fiduciary, water 

rents, insurance, etc $ 450.00 

Line 3, taxes paid 400.00 

Line 6, actual repairs made on building, or amount al- 
lowed for wear and tear 150.00 

Line 7, dividends not subject to normal tax 2,000.00 

Line 8, amount of income on which normal tax has been 
deducted and withheld at source, bonds with "tax- 
tree clause" 2,000.00 

Total deductions $ 5,000.00 

Page I. Line i, gross income $9,000.00 

Line 2, total deductions 5,000.00 

Line 3, amount of income due beneficiary, which is sub- 
ject to normal tax $ 4,000.00 
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The beneficiary has filed with the fiduciary as a withholding agent a 
claim for exemption under paragraph C for $2,500 (exemption of single 
person for 1913), and the return on Form 1041 would show on page i, 
in addition to the foregoing entries, the following: 

John Doe, 76 B street, New York City 

In third column, amount of income paid or accrued to beneficiary$ 4,000.00 

In fourth column, amount of exemption claimed 2,500.00 

In fifth column, amount of income on which fiduciary is liable 

to tax » 1,500.00 

In sixth column, amount of normal tax withheld 15.00 

In the foregoing illustration the beneficiary, in his return on Form 
1040, would make no return of item i, interest on United States bonds. 
Item 2, dividends, would be entered on page 2, line 11, and for the pur- 
pose of calculating the normal tax would be an allowable deduction on 
page I, line 4. Item 3, interest on bonds, would be entered on page 2, 
line 7, column A, and for the purpose of calculating the normal tax would 
be an allowable deduction on page i, line 5. Item 4, rents, would be entered 
on page 2, line 7; $1,500 in column A, and $2,500 in column B (exemption 
of $2,500 claimed and no tax withheld on this amount). This would 
show — 

Income received from fiduciary subject to be returned on Form 

1040 $ 8,000.00 

Deductions and exemption allowable in calculating normal tax 8,000.00 
No normal tax due, it having been paid at the source by the 
fiduciary as shown by his return on Form 1041. 

In making the foregoing entry on Form 1040, on line 11, there should 
be written just above the printed heading, "Amount received from fidu- 
ciary/' and the amount should be entered in the appropriate column. 

No illustration is given of income accruing to the beneficiary from 
other sources, an illustration of this not being deemed necessary, as such 
income is entered in the usual way. 



(T. D. 1945 February 7, 1914) 

Regulation relative to exclusion of income derived from dividends or net 
earnings of corporations, joint-stock companies or associations, and 
insurance companies by persons subject to the normal tax only in com- 
puting their net income for the taxable year. 

Referring to that provision of the income-tax law which reads as 
follows : 

Provided further, That persons liable for the normal income tax only, 
on their own account or in behalf of another, shall not be required to make 
return of the income derived from dividends on the capital stock or 
from the net earnings of corporations, joint-stock companies or associa- 
tions, and insurance companies taxable upon their net income as herein- 
after provided — 
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you are informed that returns of individuals, when such individuals are 
subject to the normal tax only, need not include the income derived from 
the dividends or net earnings referred to above. When individuals are 
subject to the additional tax, such income derived from said dividends or 
net earnings must be shown on the return. 

Persons having' an annual net income of $3,000 or more, including 
the income derived from dividends or net earnings of corporations, etc^ 
but whose total net income is less than $20,000, and whose net income, 
exclusive of the income derived from dividends or net earnings of such 
corporations, etc., is less than $3,000 for the taxable year ($2,500 for the 
year I9I3)» shall not be required to make a return of annual net income. 

Returns which have been or may be received from persons subject to 
the normal tax only, in which such dividends are included and deducted, 
need not be changed to meet the provisions of this regulation. 

All previous rulings of the department, including the general regula- 
tions No, 33, are amended accordingly. 



(T. D. 1946 February 10, 1914) 

Special assessment districts created under the laws of the several States 
for public purposes, such as the improvement of streets and public 
highways, the provision for sewerage, gas, and light, and the reclama- 
tion, drainage, or irrigation of bodies of land, and levee and school 
districts are held to be political subdivisions of a state. 

Referring to paragraph B, section 2, of the income-tax law, which 
reads as follows: 

That in computing net income there shall be excluded interest upon the 
obligations of a State or any political subdivision thereof — 

you are informed that under date of January 30, 1914, the honorable the 
Attorney General held that special assessment districts created under the 
laws of the several states for public purposes, such as the improvement of 
streets and public highways, the provision for sewerage, gas, and light, 
and the reclamation, drainage, or irrigation of bodies of land within such 
special assessment districts when such districts are for public use, are 
political subdivision of the state within the meaning of the above proviso. 

It is held that the term "political subdivision" includes special assess- 
ment districts or divisions of a state created by the proper authority of 
the state acting within its constitutional powers and under its general laws 
for the purpose of carrying out a portion of those functions of the state 
which by long usage and inherent necessities of government have always 
been regarded as public. 

Levee and school districts when lawfully created imder the authority of 
the state and which are authorized by the laws of the state to levy a tax 
to meet the obligations of such districts are also held to be political sub- 
divisions of a state within the meaning of the income-tax law. 
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The income derived from interest upon the obligations of all such public 
districts shall therefore be excluded in computing net income for the in- 
come tax. 

This decision supersedes T. D. 1910. 



(T. D. 1947 February 12, 1914) 

Extending T. D. 1945 to cover returns made by fiduciaries in their fiduciary 
capacity. 

Letter to Collectors 

You are advised that the provisions of T. D. 1945 — in matter of ex- 
clusion of dividends or net earnings of corporations, joint-stock companies 
or associations, and insurance companies, by persons subject to the nor- 
mal tax only, in computing their net income for the taxable year — are 
extended to cover such returns by fiduciaries. 

To make clear any doubt on the subject, the provisions of T. D. 1945 
are hereby specifically extended to include returns made by fiduciaries as 
such. 
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Edited by Seymour Walton, C. P. A. 

In the development of accounting the first business transaction con- 
sisted merely in the exchange of one article for another— otherwise 
barter. Anyone having more of a certain commodity than he needed 
for his personal use, or having less than he needed of some other com- 
modity, would seek out some one whose condition was the reverse of 
his, and the two would arrange an exchange, (or barter), by which the 
deficiency of each was made good out of the excess of the other. This 
condition could exist only in the aboriginal state of social affairs. As the 
wants of individuals were few at that stage of existence, and as those 
wants varied constantly with each individual, there could be no stable 
conditions of trade. Each barter was determined by the temporary needs 
of the parties engaging, and was completed as soon as the commodities 
changed hands. 

Sometimes an individual might have an excess of some one com* 
modity which he was willing to dispose of, but might not be at the 
moment in need of any other conmiodity, or he might not be able to 
at once find any one from whom he could obtain a commodity which 
he was desirous of possessing. Under such conditions he would be will- 
ing to part with his own commodity if he could receive for it something 
for which there was a steady demand, so that he would be certain to 
have an article which he could barter for the articles which he might 
need at any time in the future. Gradually specific things were adopted 
as recognized standards, such as beaver skins among the Indians, and 
tobacco among the early settlers of Virginia. As this was merely an 
extension of the direct barter principle, there was still no necessity of 
keeping records of transactions or accounts. 

As it was inconvenient to keep on hand a large quantity of actual mer- 
chantable commodities, except for those dealing regularly in them, it 
was recognized early that something should be adopted that was easily 
portable, virtually indestructible, and was produced in such small quanti* 
ties as to be practically of a stable value. Only two commodities came 
near to fulfilling these conditions, gold and silver. It is not definitely 
known when these metals were adopted as standards of value, but it 
certainly was before the days of Abraham. Still, the world had not ad- 
vanced beyond the barter stage in reality, since gold and silver were not 
accepted in exchange for surplus commodities because they were desirable 
in themselves, but because they represented the power to acquire other 
commodities when needed. Therefore, there was still no necessity of 
making records or of keeping accounts. 

The Origin ot Credit 

As social conditions became more complex, and the needs of men more 
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extended, it would often happen that a person who did not at the time 
possess anything which he could offer in exchange, or any money with 
which he could purchase it, would desire to acquire some commodity. If 
there was a reasonable certainty that within a given time he would ac- 
quire the means with which to discharge his obligation he would have 
little or no difficulty in finding some person with such an excess of the 
desired commodity on hand that he would be willing to part with it, and 
wait a reasonable time for the equivalent in money or goods. The first 
transaction of this character marked one of the most important epochs^ 
in the history of the world, as it introduced an element into the relations^ 
of men to each other which became indispensible in all business trans- 
actions. 

As the exchange of commodities was now complicated by the delivery 
of goods by one party to the transaction, with a mere promise of the- 
equivalent by the other party, it became necessary to make some record 
of the deferred obligation. At first this consisted of a memorandum on 
a board, or on the back of a door, made with a piece of chalk. When the 
debtor settled, the record of his indebtedness was cancelled by the simple 
expedient of wiping it out. This crude method has left its mark on our 
language in the expressions, "chalk it up" and ''wiping out his debts." 
The introduction of credit thus necessitated some kind of record of a 
transaction, but the need of regular accounts of any character did not 
develop until the transactions became too numerous to handle in thi» 
crude way. 

The First Account Book; the Day Book 

In order to keep the record of credit transactions in a convenient 
form for reference and in a shape that would be permanent until they 
were settled, the expedient was adopted of making an entry in a memo- 
randum book. This entry would contain the date, the name of the party, 
a description, and the price of the goods. As the entries followed each 
other day by day, this book was given the name of the daybook. As a 
merchant who sold on credit would naturally also buy on credit, he 
would enter in the daybook a memorandum of such purchases, but 
would make no discrimination between the records of his sales and 
purchases by means of separate columns for debits and credits. The 
only distinction between a sale and a purchase would be that one would 
show goods sold to, and the other goods bought of, some person. In 
other words, the daybook would contain merely a memorandum list of 
the various transactions. Whenever any one owing the merchant money 
came in and paid, the merchant found the record of the sale in the 
daybook and wrote the word "paid" across it, and thus closed the ac- 
count Entries not thus cancelled constituted his unpaid accounts re- 
ceivable. As he, in a similar manner, cancelled the notation of the bills 
he himself owed, he easily found the amount of his unpaid accounts 
payable by making a list of the uncancelled items. 

It might seem as if such a crude arrangement would be adapted only 
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to a person doing a small business mostly for cash with few credit 
sales, but such memorandum methods are not uncommon in business 
of considerable volume. The writer knew of a man who did a large 
business in the sale of books by maiL His invoices were made in 
duplicate and were numbered consecutively. When he shipped books 
to a customer he sent the original invoice. The duplicate was placed 
in the left-hand drawer of his desk, all the invoices in that drawer being 
kept in numerical order. When the customer remitted the duplicate in- 
voice was found, marked "paid/' and filed. No other record was kept, 
nor was credit made to "sales" or to "merchandise." In the same way, 
when he received an invoice for goods purchased he placed it in alpha- 
betical order in the right-hand drawer of his desk, until he was ready 
to pay it When paid it was filed in an ordinary letter file. Whenever 
he wished to know how much his customers owed him, he could ascertain 
by listing the invoices remaining in the left-hand drawer, and a similar 
list of invoices in the right-hand drawer would give him the amount 
of his unpaid obligations. As his sales were always on short time he 
claimed that this method was as effective as an elaborate system of sales 
records and of accounts in a customers' ledger. 

SiNGi<E Entry and Ledger Systems 

An analysis of these crude methods shows that all the records, such as 
they are, take into consideration only individuals from whom or to whom 
money is owing for goods sold or purchased. There is no attempt at 
Iceeping record of the amount of sales or of purchases. Neither is any 
record made of permanent investments in furniture, fixtures, horses, 
wagons, or other material articles. Such articles would always be where 
they could be seen at any time. In other words the records are only of 
those articles likely to be forgotten — the amounts due from or to persons. 
As each entry consists only of a charge or a credit to some individual, 
without any offsetting credit or charge to "merchandise" or similar ac- 
count, this method of keeping accounts has been given the name of 
"Single Entry." 

As long as the transactions were comparatively few the daybook was 
the only book essential to complete information of the debts due to or 
from the business. A glance through its pages would show the accounts 
not cancelled, and therefore still unpaid. As transactions increased in 
number, and especially when customers made numerous purchases at 
different times, without paying for previous ones, or when they made 
partial payments of round amounts, not applicable in total to specific 
purchases, or when goods were returned by customers or to creditors, it 
was not only a difficult task to hunt up all the scattered entries in the 
daybook, but there was also great danger of missing some item involved 
in a settlement. It was necessary to devise a plan by which transactions 
with each individual customer or creditor could be separated from those 
with others, so that the amount due from or to him could be ascertained 
with no trouble. 
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To accomplish this the ledger was evolved. Each customer was given 
a page in this book, on which was transcribed from the daybook a memo- 
randum of each item bought by or from him. As there were no offsetting 
entries there was no occasion to keep this ledger in balance. When an 
account was settled it was sufficient to mark "paid" across it, without 
specifying how much was paid. Even when a cashbook was adopted and 
payments were posted from it to the ledger any settled account in the 
ledger would be ruled off whether the two sides of the account were alike 
or not. That is, if a customer had been charged with $155 for merchandise 
bought, and had been allowed 2% discount for cash and a rebate of $5 
for damaged goods, his payment of $147 would be credited to him, and 
the account ruled off as settled, in spite of the fact that there was still 
$8 apparently due. It would have to be ruled off, or cancelled in some 
way, to prevent the apparent balance from continuing to appear against 
him. All the single-entry man cared to know was that he had no further 
claim against the customer for that particular lot of merchandise. 

The ledger therefore was merely an extension of the idea contained 
in the daybook, the information being classified under the names of 
the individuals instead of being arranged according to dates. The purely 
memorandum character was continued. If accounts were opened, except 
those with individuals, these also were only memoranda made to obtain 
some specific information. If the merchant did not own his horses and 
wagons he might keep a memorandum on his ledger of the amounts he 
paid to outside teamsters or expressmen, so that he would know the 
total cost yearly, and thus be able to determine whether it would pay him 
to own his horses and wagons. This account would have absolutely 
no meaning except as furnishing the desired information. It could not 
be used in ascertaining the profit or loss of the business, because it would 
have no relation to any other element of the business, unless he also 
kept accounts with all the other elements, in which case the books would 
be kept in double-entry, and have entirely lost their single-entry character. 
Therefore at the end of the year any account of this nature would be 
ruled off and ignored. 

One class of items of which a single-entry man would naturally de- 
sire to keep a record would be the amounts of money which he himself 
had drawn out of the business, either in cash or by the payment of his 
personal bills. This record would be the account of the business with 
himself as a person, and would therefore, not be an exception to the 
above statement that single-entry accounts are kept only with individuals, 
the amounts of whose transactions are likely to be lost sight of unless 
some record of them is made. As he would not be apt to forget the 
amount of his original investment, a single-entry man would not keep 
an account with the capital he had in the business. 

Ths Cashbook 

Contrary to what might be expected, a cashbook would probably he 
the last book that a single-entry man would adopt As long as his 
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business was so small that he himself could handle all the cash, and 
could turn to the daybook or ledger and mark a paid account as settled, 
he would not need a record of money received or paid out. He would 
know that any money received had gone into the cash drawer, and that 
any money taken out had been used for some legitimate purpose, and that 
would be all that he would care to know. When the business had so 
increased that it became necessary for others besides himself to receive 
and disburse money it would become essential that a record be kept of 
cash that came in and went out in order to determine whether money 
actually on hand correctly represented the difference between total re- 
ceipts and total payments. One side of the book was devoted arbitrarily to 
receipts and the other to payments, the excess of the receipt side over 
the payment side (in other words the balance) being the amount of money 
that should be on hand. 

The cashbook was the first book in which the balance idea appeared, 
and it is the only one in single entry in which a balance is possible. That 
is, because without knowing it the single-entry man was really using 
a double-entry book. As ledger accounts were kept only with individuals, 
the entries in a single-entry cashbook would pay no attention to the 
names of any impersonal accounts They would be simply a record of 
money received or paid, such as "cash sales for the day," "paid rent," 
"paid for coal," and so on. 

SiNGi^E Entry in Actuai, Use 

It must not be supposed that the subject of single-entry can be dis- 
missed as unimportant because it is used only by a limited number of 
small retail merchants. Every accountant of experience has doubtless 
encotmtered a number of large concerns where books were kept in single- 
entry, because they were begun that way in the day of small things and 
the proprietors have not known enough to make a change when the 
business needed better methods. Two instances, in Chicago, relate to 
manufacturers who were among the largest in their respective lines in 
that city. One had a large factory, employing a large force, and making 
two different classes of metal goods. His affairs were further complicated 
by the fact that he owned several apartment buildings and a number of 
dty lots which he was selling on partial payments. He had a fairly 
good set of accounts with trade debtors and creditors, but all other 
records of his business were confined to cashbook entries of the receipt 
and payment of money, without specifying particulars. Money would 
be shown as received from some one not a customer, but whether it was 
for rent of an apartment, for payment on a lot, or for the repayment of a 
loan was not indicated in any way. An amount would be paid to a coal 
company, but there would be nothing to show whether the coal was used in 
any one of the apartment buildings or in the factory. As both the 
proprietor and his bookkeeper died in the same week, accountants who- 
were called in were confronted with a puzzle that it was impossible to 
solve. Many items could be traced and posted to proper accounts, but 
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there were many others about which nothing was known, not even the 
identity of the individuals named. It was discovered that there were 
notes payable, for several thousands of dollars each, held by relatives 
and the superintendent of the factory, of which there was no record on 
the books. The only thing the accountants could do was to have an 
accurate inventory taken, which, with the list of accounts receivable and 
payable and the discovered notes, was made the basis of an assets and 
liabilities statement on which a proper set of double-entry books could 
be opened. 

There are certain classes of accounts which it is proper to keep in 
single-entry, namely, those concerned only with the collection of assets 
and the disbursement of the proceeds to those entitled to them. Such 
transactions involve merely the handling of cash received and a proper 
disposition of it. An accurate cashbook must be kept, as is usually the 
case in single-entry accounts. If assets are scheduled with a space after 
each entry, in which to note how much was realized from it, and a similar 
schedule is made of the liabilities, with a notation of how much has 
been paid on account of each, there is sufficient information from which 
to make up the report of a receiver for a small business in bankruptcy, 
or that of the executor of a small estate, provided the receiver or the 
executor does nothing but realize on the assets and pay over the proceeds 
to the creditors or the heirs. If affairs are complicated by the . necessity 
of carrying on a business for some time before it can be wound up there 
would arise a need for more extended accounts of a double-entry char- 
acter. If no such complications exist there is no necessity for elaborate 
double-entry accounts, although there would be no objection to them if 
they were desired. 

Determining Profit or Loss 

In spite of the fragmentary nature oi single-entry accounts it is not 
a difficult thing to ascertain whether a business, whose accounts are kept 
in this way, has made or has lost money in a given period, and how much 
that profit or loss may be. It needs no argument to convince a man who 
, has neither put into nor withdrawn money from the business during the 
year, that he has made a profit if he finds that the business is worth 
more at the end of the year than it was at the beginning. There is no 
other way in which the increase in value could have been derived than by 
the making of a profit exactly equal to the increase. In the same way, 
a decrease in value must be caused by losses of the business. Therefore, 
to ascertain the profit or loss of a business for a year, by the single- 
entry method, it is necessary to know the value of the business at both 
the beginning and the end of the year. This value is represented by the 
total available or real assets, less the total actual liabilities. As the ledger 
contains only the record of amounts due to and from persons the only 
assets obtainable from it would be the open accounts of customers, and 
the only liabilities the open accounts of creditors. Other assets, such 
as notes receivable, horses and wagons, furniture, fixtures, etc., would 

228 



Digitized by 



Google 



Siudenty Department 

have to be obtained from some other source, either by observation or 
from memory. Notes payable, unpaid wages, etc. would also be ascer- 
tained outside of the books. When all the assets are listed and the 
total of the liabilities is deducted from them, the result is the net worth 
of the business — ^that is, what it would be worth if all its debts were paid. 
The comparison of the net worth at the end with the net worth at the 
beginning will show either an increase owing to profits or a decrease 
owing to losses. 

Statement o^ Condition; Proprietor's Account 

The schedule of assets and liabilities showing net worth is a "state- 
ment of condition," or an "assets and liabilities statement." It is not a 
"statement of affairs," for that term is used in a technical sense of a 
special form of statement in which net free assets are compared with 
unsecured liabilities. It is not a balance sheet, because that term is al- 
ways defined as a schedule of assets and liabilities as contained in the 
ledger. Since a single-entry ledger does not contain any impersonal ac- 
counts it is impossible to prepare a balance sheet from it. It may seem as 
if this were a distinction that is hardly worth making, but it is such close 
distinction as this which distinguishes the clear thinker from the super- 
ficial one. In accountancy it is especially important that the terms used 
be clearly defined and that they should be always employed to designate 
specific things and nothing else. 

Since the profit or the loss of a business the accounts of which are 
kept in single-entry is ascertained by the comparison of the net worth at 
different periods, the action of the proprietor as to the contributing of new 
money to the business or the withdrawing of money from it becomes an 
important element. If he has put in additional assets it is manifest that 
the net worth will have been increased by an amount which is not a 
profit, while if he has withdrawn money he will have decreased the net 
worth by an amount which is not a loss. Therefore, when the increase 
or decrease of net worth is determined it is still necessary to inquire 
whether the proprietor has put in or has withdrawn money. If he 
has put in money the effect is the same as if the net worth at the begin- 
ning had been that much greater. Therefore the amount put in should 
be added to the net worth at the beginning, before it is compared with 
the net worfh at the end. If he has drawn out money he has reduced 
the net worth at the end by reducing his cash on hand which is part of 
his net worth. The amount of his withdrawals should, however, not be 
added to the net worth at the end because that net worth is a statement 
of his net assets. Adding the withdrawals to it would be treating those 
withdrawals as an asset, which would not be true in single-entry, which 
takes into consideration only real, tangible assets. As the withdrawals 
have diminished the net worth at the end they have also diminished the 
increase in net worth, and have, therefore, correspondingly reduced the 
indicated profits. As the withdrawals are not in themselves losses it fol- 
lows that they must be withdrawn profits. The profit of the business 
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is thus seen to consist of two elements — the increase in net worth, which 
is the profit left in the business, and the withdrawals of the proprietor, 
which is the profit drawn out of the business, the two together being the 
total profit There is no other way to explain the increase of net worth 
and the drawings of the proprietor except that the sum of them repre- 
sents the total profit. The word "sum" is here used as in algebra, for if 
the business showed a decrease in net worth, and the proprietor had 
drawn out a larger amount than the decrease, there would still be a 
profit shown of the algebraic sum of the withdrawals minus the decrease 
in net worth. 

An Ilz^ustration 

A simple illustration will make clear the method of ascertaining the 
profit in single entry by the Assets and Liabilities plan. Suppose John 
Smith possessed the following assets on the first of January: 

Land and buildings $ 20,000.00 

Machinery 15,000.00 

Furniture and fixtures 1,000.00 

Horses and wagons 2,000.00 

Merchandise inventory 6,000.00 

Customers' accounts 25,000.00 

Cash 3,000.00 $ 72,000.00 

And owed to his creditors 23,000.00 

His net worth would be $ 49,000.00 

On December 31 of the same year his statement of condition was as 
follows : 

Land and buildings $ 20,000.00 

Machinery 16,000.00 

Furniture and fixtures 1,000.00 

Horses and wagons 2,000.00 

Merchandise inventory 8,000.00 

Customers' accounts 27,000.00 

Cash 4,000.00 $ 78,000.00 

Less due creditors 21,000.00 

Net worth $ 57,000.00 

During the year he has drawn out $3,000.00 for his personal use. The 
profits of the year are found in this way : 

Net worth, end of the year $ 57,000.00 

Net worth, beginning of the year 49,000.00 

Increase in net worth (profit left in business) $ 8,000.00 

John Smith's drawings (profit drawn out) 3,000.00 

Total profit for year 11,000.00 

To show why the amount drawn out by John Smith must be added 
to the increase in net worth to find the total profits, it is only necessary 
to assume that he had not drawn anything. In that case his cash would 
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be $7,000 instead of $4,000, and his net worth at the end would have been 
$60,000, and the increase in his net worth, (and therefore his profits), 
would have been $11,000, the same as resulted from adding his drawings 
to the increase in his net worth. 

Uncertainty of Single Entry; Comparative Balance Sheets 

As there was no method in single-entry by which the correctness of 
the statement of assets and liabilities could be proved, as can be done 
by the balance sheet of a double-entry system, the conclusions drawn from 
the statement could never be relied on. An asset or a liability might be 
forgotten or be taken into the account twice and there would be no way 
to discover that an error had been made. An anecdote is related of an old 
Quaker merchant whose profits, determined in this way, amounted to about 
$2,000 more than he had expected. On the strength of this showing he 
indulged in some unusual extravagancies. Not being quite satisfied, he 
went over the statement once more, with the result that he called out to his 
clerk, "John, John, dost thee know what thee hast done? Thee hast 
added up the year of our Lord among the assets." It is not the only 
instance of questionable items being carried as valid assets, but in double- 
entry, we have at least the satisfaction of knowing what these are, or 
where they are likely to be found. 

The single-entry principle of comparing net worth at one time 
with that at another is often used in double-entry accounts, by instituting 
a comparison between the balance sheet at the end of one year with the 
balance sheet at the end of the preceding year. The assets of the two 
dates are set in parallel columns, followed by two other columns — one for 
increases and the other for decreases of the second date as compared 
with the first — ^the difference between the totals of these two columns being 
the net increase or decrease in assets. A similar treatment of the liabilities 
will show the net increase or decrease of these items. A comparison be- 
tween the net increase or decrease of assets with the net increase or de- 
crease of liabilities will exhibit the exact profit or loss of the period, 
provided the proprietor has not withdrawn any of the profits in the mean- 
time. If he has an adjustment must be made, as in single-entry. 

This is a favorite form of statement with some persons, especially with 
attorneys. The accountant is not so apt to use it, unless he wishes to 
show that a concern has been increasing its fixed assets at the expense 
of its working capital. The difference between this method of arriving 
at the profits in both jingle and double-entry is that in single-entry there 
is no way to prove its accuracy, while in double-entry its correctness i<^ 
proved not only by the equality of the debits and credits of the balance 
sheet, but also by the corroborative evidence of the profit and loss ac- 
cotmt. 

By the assets and liabilities method of ascertaining profit or loss in 
single-entry the amount of the profit or loss made may be determined, 
but usually there is no way to find out how the profit or loss was brought 
about. In double-entry an account is kept with every element of the 
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business, and these elements can be so analyzed as to show clearly which 
element tended to increase and which to decrease the final profit If the 
cash account of a single-entry set of books is kept in such way that it 
can be easily ascertained how much money was received from customers 
and how much was paid to creditors during the year, and some informa- 
tion can be gained from it as to the expenses and wages paid, it is possible 
to make up from these figures, together with the inventories and personal 
accounts, a statement of profit and loss on the double-entry plan which 
will give a fair idea of the course of the business, its total sales and 
purchases, and the cost of the goods sold. This is brought out in a 
problem in the Illinois examination of May, 1913, as follows: 

An Uunois Examination Probi^em 

A "single-entry" set of books for 1912 are sent to you with an order 
to state a profit and loss account for the year and a balance sheet at 
December 31. The starting capital was $ 34,500. 

The accounts receivable Jan. i, $ 26,500.00 Dec. 31, $ 44,000.00 

payable " " 7,500.00 " " 9,7So.oo 

" merchandise " " 8,500.00 " " 9.5oo.oo 

•* plant and machinery " " 10,000.00 " " 10,000.00 

" furniture and fixtures" " 700.00 " " 700.00 

A summary of cashbook for the year shows as follows: 

Received : 

Accounts receivable $ 30,000.00 

Capital paid in 2,500.00 

Disbursed : 

Bank overdraft Jan. i 3.7oo.oo 

Accounts payable 12,500.00 

General expense 5,000.00 

Wages 7,750.00 

Personal account 1,500.00 

Leaving a Bank Account of $2,000.00, and Currency on hand $50.00. 

Provide 5% interest on capital, disregarding additions during the 
year and personal drafts, deducting 10% for plant and machinery depre- 
ciation, s% for furniture and fixtures, and 5% for bad debt reserve. 

Solution 
The condition January i, was: 

Accounts receivable $ 26,500.00 

Merchandise 8,500.00 

Plant and machinery 10,000.00 

Furniture and fixtures 700.00 45,700.00 

Accounts payable 7,500.00 

Bank overdraft 3,7oo.oo 11,200.00 

Net worth $ 34,500.oo 

The condition December 31, was: 

Accounts receivable $ 44.ooo.oo 

Merchandise 9,5oo.oo 

Plant and machinery 10,000.00 
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Furniture and fixtures 700.00 

Cash on hand and in bank 2,050.00 



$ 66^50.00 
Accounts payable 9,750.00 56.500.00 



Increase in net worth at the face of assets $ 22.000.00 

Less depreciation plant and machinery $ 1,000.00 

furniture and fixtures 35.00 

Reserve for bad debts 2,200.00 3,235.00 

Increase net worth revalued assets $ 18,765.00 

Less excess contribution over withdrawal by proprietor 1,000.00 

Profit of year by single entry method $ 17,765.00 

Of which $1,725.00 is interest on capital. 

PiowT AND Loss, Double Entry Statement 

Sales : Account receivable, Dec. 31 $ 44,000.00 

" " Cash paid in 30,000.00 



$ 74,000.00 
Lress accounts, J any. i 26,500.00 



Total sales $ 47,500.00 

Merchandise, inventory Jan. i $ 8,500.00 

Purchases, accounts: 

Pajrable Dec. 31 $ 9,750.00 

Cash paid 12,500.00 

$22^50.00 
Less accounts, Jan. i 7i50o.oo 14,750.00 



$ 23,250.00 

Less inventory, Dec. 31 9,500.00 

Cost of goods sold $ 13,750.00 

General expense 5,000.00 

Wages 7,750.00 

Depreciation plant and machinery 1,000.00 

tumiture and fixtures 35.00 

Reserve for bad debts 2,200.00 29,735.00 



Net profit $ 17,765.00 

Interest on capital 1,725.00 



Net profit, above interest $ 16,040.00 



The cash paid in by customers and the amount owed by them on 
December 31 would represent the total amount bought by them, if they 
had not owed anything at the beginning of the year. By deducting this 
latter amount the total sales of the year are found. In the same way 
the total purchases of the year are found. Adding these to the inventory 
of January i, and deducting the inventory of December 31, gives the cost 
of the goods sold, and, if necessary, the gross profit on sales. The rest 
of the statement is self-explanatory. 
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Department Store Accounting 

Editor, The Journal of Accountancy: 

Sir: In reading the article entitled The Accountanfs relation to 
Inventory — an extract from Henry C. Magee's Department Store Ac- 
counting — I was surprised to notice therein two glaring errors of account- 
ing principle. 

On page 444 of The Journal for December the following extract 
appears in connection with the author's treatment of goods received into 
stock in the latter part of a fiscal period, such goods being required for a 
future season's trade: 

Neither arc the invoices charged to purchases — ^thus neither goods nor 
invoices are considered among the assets and liabilities of the business. 
This is proper if the goods are for the succeeding season. 

It is a well-established principle of accountancy, in Canada at least, 
that all goods in stock or in storage, delivery of which has been accepted, 
must be included in assets and liabilities, for the reason that the acceptor 
is liable to the shipper even though the goods be destroyed by fire. The 
liabilities to creditors are increased by the invoice amount of such goods; 
consequently, a corresponding amount must be added to inventory. On 
page 449 of The Journal, Mr. Magee says: 

The turnover is generally reckoned by dividing the average stock at 
cost into the total sale instead of purchases. As comparative profits and 
expenses are figured for reasons of convenience on the basis of sales, 
the turnover is also taken on that basis and the result is the same in 
either case, when brought down to gross profit. 

Turnover of stock based on purchases or sales, divided by average 
inventory, is fundamentally wrong as a mathematical proposition, and no 
reason of convenience should excuse comparisons made on such bases. 

Turnover of stock is ascertained by dividing the cost of goods sold 
by average inventory — that is to say: add together the inventory at the 
beginning and the purchases for the period. From this total subtract the 
inventory at the end of the period, and the result is cost of goods sold 
Divide this by the average of the two inventories at the beginning and 
end of the period respectively. 

We professional accountants cannot be too careful in making sure 
that any statements made or published by us are sound in principle. 

It is with this fact in mind that I beg to draw Mr. Magee's attention 
to these points. 

Yours truly, 

A. E. MiDDLEtON Hope, C.A. 

Montreal, Dec. 29, 191 3. 
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Editor, The Journal of Accountancy: 

Sir: Answering Mr. Hope's criticism on the subject of goods received 
during the last part of the fiscal period I do not think Mr. Hope expresses 
exactly what he means; but in my opinion there would be no violation 
of accounting principles whatever for the following reasons: 

1. If the invoices are not shown amongst the liabilities nor the goods 
amongst the assets the effect on the profits would be the same as if both 
were included at face value — it will be recalled that the article provided 
that the goods would not be distributed (but held in the custody of the 
receiving room). 

2. No accounting principle is violated, but rather, is conserved if the 
goods are worth the invoice cost, and as a rule they are worth more, 
being advance merchandise on which certain of the preliminary expenses 
have been paid, thus increasing the asset value without increasing the 
liability. We specially stated that the principle would not apply to past 
seasonable goods — furthermore each season should as far as practicable 
stand on its own basis to obtain the benefits of comparison of turn-overs, 
etc. 

3. Insurance is usually figured on the average amount of stock carried — 
not only in inventory, et seq., but goods invoiced on consignment, goods 
held in trust, goods sold but not delivered, etc., and for which the 
insured may be liable in case of loss; therefore inventory, as commonly 
understood, is not the only basis for merchandise insurance. 

4. An auxiliary record of these goods and invoices is kept for applica- 
tion to the new period so that the items must balance out in order to clear 
the record. Special attention was called to "last minute items." 

Turnovers, like expenses, are often figured on the basis of sales for 
the purpose of convenience, but that does not necessarily argue against 
correctness. Profit is always finally figured on the investment, although 
comparatively figured on the basis of sales. The selling price can be much 
better ascertained than the cost, and cost is never absolutely known until 
the business is settled up and cashed. We stated: "The result is the 
same in either case when brought down to gross profit on merchandise 
investment." Let us take an example: 

Assuming an investment in merchandise, — ^that is an average stock 
for a fiscal period, — of $25,000, with a total turnover (sales) of $100,000, 
the times turned would be four, as figured average stock into sales. Say 
that the cost of the goods sold is $75,000, the actual times turned would 
be three. However, taking the four times at 25% profit, the result is 
100% gross profit on amount turned, (which is the investment) namely, 
$25,000, or $25,000 profit Then taking the three times turned at a profit 
oi 33 1/3% on the cost— (as goods costing $75,000, sold for $100,000, 
would be sold at the rate of 33 *i/3% profit on the cost), the result is 
100% gross profit on the amount turned; also, $25,000, making the profit 
likewise $25,000, or reaching the same result by both methods. 

It is not proper to figure turnover by taking "the average of the two 
inventories at the beginning and end of the period respectively," as stated 
by Mr. Hope, because the inventory is frequently taken in the dull times 
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when stocks are low, often much lower than the average, and it is the 
average stock which requires the financing and which costs the interest. 
Therefore in all up-to-date retail establishments the stock is estihiated at 
frequent periods of the year, (sometimes as many as forty-eight times), 
and the average of all these stock estimates is taken as the average 
amount of money invested in merchandise — the inventory represents the 
investment in merchandise at inventory time only. While this might by 
a co-incidence be the same as the average for the entire period, it is 
most unlikely that it would be so. 

Very truly yours, 

HSNSY C Maghs. 
Philadelphia, Jan. 20, 191 4. 



Business Standing and Doings 

Editor, The Journal of Accountancy: 

Sir: I am enclosing a statement which from an accounting stand- 
point is unique to say the least. This is an actual copy of a statement 
submitted to us showing the activities of business which we examined 
about two years ago. In this connection a few words of explanation are 
in order: 

Statement of business standing: By bills receivable in the statement 
is meant "open accounts receivable." "Checks not cashed" were post- 
dated checks; "inventory estimated" is an estimate of the equipment. 

Statement of business doings: By the inventory of March 17, 1908, 
$3,458.97, is meant the value of the equipment of the concern at said 
date: 

These statements were prepared by a bookkeeper of this concern who 
had not had any instruction in accountancy, as I am informed, but who 
had studied out this method for himself. At the time we made the ex- 
amination he was over 62 years. Our examination confirmed the fact 
that the result as shown by these statements was correct. 

I thought this might possibly be of interest. 

Yours very truly, 

Ralph D. Webb. 
Minneapolis, Minn. 



SCRAP IRON COMPANY 

Statement of Business Standing 

Feb. 15, 1910 Mdse. on hand $ 89114 

" " " Bills receivable 1,832.20 

" " " Cash in bank 25,221.73 

" " " Cks from A.G., not cashed 2,168.03 

" " " Notes on hand, not due ... 5,886.71 
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" " ** Inventory estimated 2,500.00 

Total $38499.81 

Less Bills payable 145-97 $38*353-84 

$38^53.84 
Overdrafts by individual members : 

M. R. $2^58.37 

D. L. 3,04141 

M. L. 3,506.43 

U K. 7,532^5 $16,639.06 $54,992.90 

Capital March 17, 1908: 

M. R. $ 7,061.84 

D. I<. 10,506.00 

M. L. 4,583.25 

L. K. 12442.25 34.59344 

Net Profit $20,399.56 

Total Assets per share: 

M. R. Balance $ 4,50347 

Profit 5,099.89 $ 9,603.36 

D. L. Balance $ 7464-59 

Profit 5.099.89 12.56443 

M. L. Balance $ 1,076.82 

Profit 5.099-89 6,176.71 

L. K. Balance $4,90940 

Profit • 5,099.89 10,009.29 $38 J53A1. 

Statement op Business Doings 

February is, 1910 

From March 17, 1908 to Feb. 15, 1910. Total Mdse. 

By " " " on hand $ 23,141.33 

Mdse. bought during the period 99,212.01 $122,353.34 

Mdse. sold during period, by ledger $168,928.66 

Mdse. sold during period by cash 1,204.55 

Mdse. sold during period on hand Feb. 15, 1910 ... 891.14 
Inventory on March 17, 1908 3438-97 174463-32: 

Gross Profit $ 52,109.98 

From which deduct: 

Individual weekly drawings $ 13360.00 
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Salary 2475.00 

Feed 918.69 

Repairs 64647 

Rent 886.20 I 

Telephones 518.20 \ 

Light & Power 51754 

Medical treatment (injured employees) 418.80 

Stationery 127.35 

Interest 28945 

Miscellaneous expense 2,247.62 

Labor 8^i;.io 31,71042 

Net Profit $ 20^99.56 ! 

Profit per share: M. R. $5,099^; D- L. $5,09989; M. L. $5i099.89; 
L. K. $5,099.89. 



As to Professionals 



The Editor, The Journal of Accountancy: 

Will some one please rise and explain some of the difficulties created 
for the would-be independent practitioner by the standards of profes- 
sional ethics proposed by ultra-professional professionals? 

In the first place what is a profession? It cannot embrace all occu- 
pations characterized by brain work and the absence of manual labor, 
else executives in merchandising and manufacturing would be regarded 
as professional men, to say nothing of the gentry who live by their 
nimble wits. 

Is a profession a calling which in the evolution of social custom has 
come to be practiced by educated men who have first pursued a course 
of study in that body of organized, systematized knowledge which per- 
tains to the subject in which they profess to be skilled and constitutes 
its science? If so, the learned professions may no longer be three only- 
theology, law, medicine. How about engineering and accountancy? 

But isn't the poor word "profession" overworked? Isn't a profes- 
sion just a calling or vocation behaloed and sanctified in its primeval 
days by people who ^wished to constitute themselves an aristocracy 
thereby? Has a comprehensive, unvague definition of the word ever been 
formulated? 

But a more practical question is. How is our would-be practitioner 
to get — ^no, not business — a clientage? The February Jouknai, is em- 
phatic, editorially, in the statement that "solicitation of any kind should 
not be countenanced." But without solicitation how can a man acquire 
a practice? 

To be sure he may solicit immodestly, but may he not also present 
modestly his preparation and qualifications for a needed business ser- 
vice? May he not even solicit in such manner that he will not lose or 
jeopardize one whit of the personal confidence that is spoken of as the 
basis of the professional relation? And if he may solicit in person with 
propriety, why not by means of letters or announcement cards sent 
through the mails? 
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What is the alternative? Shall he repress his spirit of enterprise, 
bank the precious fires of youth, and give over his conviction that it is 
his privilege to play a large and useful part in our world? Shall he stifle 
the spirit of adventure which lures him to the discovery of the need 
that his mind and soul can supply? Shall he violate the law of service by 
refusing to seek his opportunity for service? Shall he sit in his office 
twirling his thumbs, waiting, Micawber-like, for something to turn up? 
Does nature love an economic vacuum in the early years of a professional 
man's life? 

Come, brethren, come out upon these white pages^-4)ehind the mask 
of a nom de plume if you must — ^and tell our imaginary entrant, who 
will no longer accept your salary because of the larger faith that is in 
him, how to remain dumb and yet acquire a practice! Like good sports- 
men let us applaud his fine spirit, but let us also justify to him our 
creed that to rise to the high heights of professional ethics he must 
willingly suffer paralysis of enterprise, strangulation of initiative, and 
ultimate financial dissolution. 

To this practical question our hypothetical candidate solicits a practical 
answer. 

Yours very truly, 

A. W. Weight. 

New York, Feb. 27. 
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Solutions of Question 5 

Editor, The Journal of Accountancy: 

Sir: I herewith forward a solution of question 5, part 2, practical 
accountancy, 35th New York C. P. A. examinations, which is offered in 
review of that submitted in the November issue of The Journai* of 
Accountancy. 

Truly yours, 

FftANK BS£WSTSR, C P. A. 

Cleveland, O., Jan. 2Z 

J of A Sept, 1913, pp. 248-9 June 25, 1913 

Q 5 Practical Accounting Part II 
GIVBN 

Value of the alleged inventory Jany i, 

1912 in the Paterson store $3,800.00 

Purchases for both stores Jany to July 

paid for $5,128.80 

Due to creditors on acct. of both stores 

July I 1,500.00 6,628.80 

Cash sales Newark store i375<oo 

Cash sales Paterson store 3,105.00 

Profits 50% of sales 

Purchases Paterson store January to 

July 3,325.00 

Value of Stores July i, 1912: 

Paterson 4,57350 

Newark 3,600.00 

ASKBD 

A statement proving whether or not the 
inventory of the Paterson store Jan- 
uary I, 1912 was correct as stated 

SOLUTION 

Paterson Store 

Alleged inventory January i, 1912 $3,800.00 

Add purchases January to July 1912 . . 3,325.00 

Total merchandise to account for . 7,125.00 7,125.00 

Deduct cost of merchandise sales 

$3,105.00 at profit of 50% 1,552.50 

Value of merchandise which should be 

on hand July i, 1912 5,572.50 

Given value of same 4,573.50 

Merchandise deficit July i, 1912 999-00 

Which indicates incorrect inventory 
Jany i, 1912. 
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REMARKS 

The question evidences that A & B are owners of both stores, purchas- 
ing for and charging each store with the merchandise delivered to it, 
and crediting each store with the cash received from sales of merchan- 
dise. 

A & B are therefore responsible for all liabilities incurred by the 
purchase of merchandise for the stores and not the stores. 

Whether A & B are equal partners or not is not a part of the question. 

It does not necessarily follow that the inventory of Jany i, 1912 was 
overstated because a deficit in merchandise is shown July i, 1912. There 
are several ways in which a deficit could be created. 

The solution of question 5, part 2, practical accounting, 35th New York 
C. P. A. examination, as submitted for publication by Paul L- Loenwarter, 
by some mischance failed to secure position in the January issue of Th£ 
JouRNAi, oif Accountancy. It is as follows : 

Solution 



Paterson Newark 

1912 July I. Inventory as stated. . . $4,57350 k3,6oo.oo 

Cash sales Jan. i to Jime 30 $3,105.00 $ 1,875.0c 

I^css 50% profit on sales i,552.5ci| \ 937.50 



Add sales at cost. 



(6,126.00 



Purchases of period for both stores 
Jan. to June 30. . . 

Paid for $5,128.80 

Not paid for to June 30 1,500.0a 



Total purchases of period $6,628.80 

Purchases, Paterson store 3,325.00 



Balance of purchases for Newark store $3,303.^0 
Inventory Jan. 1, 1912 should have been 



Alleged inventory Paterson store 
Jan. I, 1912 



Paterson inventory Jan. i, 191 2 being, 
over totaled 



Proof 
Inventory Jan. i, 1912. Paterson. . . 
Newark .... 

• Purchases paid for 5,128.80 

Purchases not paid for 1,500.00 



1,552.50 



3,325.00 



$2,801.00 
3,800.00 



$ 999.00 



$2,801.00 
1,233.70 



937.50 
$4,537.50 



4,034.70 
6,628.80 



$10,663.50 



3.303.80 
$1,233.70 
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Saks Paterson $3,105.00 

Newark 1,875.00 



$4,980.00 

Lsss so% Profit 2,490.00 

Consumption of period 



Stock to be accounted for. 



Inventories July i, 1912 . 



..Paterson 
Newark. . 



4*573.50 
3,600.00 



$8,173.50 



2,490.00 



$ 8,173.5c 



REMARKS 

The question at issue, while it speaks of the value of the two sides, 
at Paterson and Newark respectively, in the writer's estimation could 
not mean to aim at the net worth of the firm at the dates mentioned in 
the problem. This viewpoint seems to have been taken by your corres- 
pondent from Dallas to judge from the wording of his solution. 

By assuming this to be so, he concluded to divide the amount of 
$1,500 due to creditors into two even parts in spite of the problem stat- 
ing: "Purchases, Paterson store, January to July $3i325." 

This in the writer's opinion seems to imply that all other purchases, 
whether paid or unpaid, should be charged to the Newark store. 

Very truly yours, 

Paul L. Lo«W£NWAKTEa. 
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Announcements 

Society of Certified Public Accountants of the State of New Jersey 

At a meeting of the Society of Certified Public Accountants of the 
State of New Jersey the following officers were elected for 1914: Presi- 
dent, John B. Niven; vice-president, Ira C. Nichols; secretary, Frank 
G. Du Bois; treasurer, Edwin G. Woodling; trustees, W. Sanders Davies,. 
Clarkson E. Lord, James M. Lewis, and Herbert S. Greenwood. 



Maine Board of Accountancy 

At the examination of applicants as certified public accountants, 
held at Augusta, Me., on January 27, 28 and 29, Messrs Joseph Enunett 
Hertz, of Portland, Me.; Charles Lewis Talbot, of Dorchester Center, 
Mass., and Willis H. Mitchell, of Washington, D. C, successfully passed 
the examination and received their certificates. 



The death is announced of Peter Ballingall, C. P. A., president of the 
United States Audit Company, 107 Drexel building, Philadelphia. Mr. 
Ballingall was a resident of Cynwyd, Pa. 



At a special meeting of the Institute of Chartered Accountants of 
Manitoba, J. Porter Joplin, C. P. A., of Chicago, was elected an honorary 
member of the Institute. 



Fred. Haberstroh, C. P. A., announces his change of address from 43 
Exchange Place to 53 Park Row, New York City. 



Messrs. Perine & Nichols, 149 Broad¥ray, New York City, announce 
that Mr. Charles W. Perry, C. P. A. retired January 31 from the service 
of the Audit Company of New York to become chief accountant for their 
firm. 



Hollis H. Sawyer & Co., certified public accountants, announce the 
removal of their office from 60 Congress Street to 79 Milk Street^ 
Boston, Mass. 
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PRINCIPLES OF BOOKKEEPING AND FARM ACCOUNTS, by 

J. A. Bexell and F. G. Nichols, pp. 176. American Book Company, 

1913. 

Principles of Bookkeeping and Farm Accounts is of so elementary a 
character that it can scarcely be of interest to accountants. Indeed the 
work was not intended for them, but rather for text-book use in farm 
bookkeeping. Many subjects are enumerated as contained in the text, 
but for the most part statements are made and procedure outlined with- 
out a full discussion of underlying principles. 

The first twenty-six pages are given over to illustrations of the use 
of cash books for recording the receipts and disbursements of (a) 
private personal accounts, (6) household accounts and (c) poultry ac- 
counts. ' These terms are rather misleading in that the accounts are not 
really discussed, but only items typical of each group are given to record 
in a cash book following a model given in the text 

Six pages are devoted to the principles of double entry bookkeeping. 
The following unusual explanation of double-entry is found on page 37: 
^*You have now noticed that every entry in the journal is found under 
the corresponding account in the ledger ; thab the sum of the journal 
entries equals the sum of the ledger entries, and that the two sides are 
equal. Hence the term, double-entry." Proper explanation of the term 
was given on the four preceding pages. The subjects of banking, busi- 
ness letters, business forms, live stock accounts, produce accounts, in- 
ventories, farm plots, financial statements, accounts receivable (the text 
states on page 108 "It is wholly unnecessary to keep accounts with credit- 
ors"), and valuation and depreciation are briefly stated and discussed, 
and in some cases problems or sets are used for illustration. Other prob- 
lems and short sets are intended to give the student practice in the 
application of the principles advocated. 

F. H. Elwei^l, CP.A. 
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Fair Return to Public Utilities 

By John B. Geijsbeek, C. P. A. 

It is the intention to assert and explain in detail in this 
article the opinion that there is a time when a utility plant main- 
tains a normal value beyond which the element of unknown 
wear and tear, commonly called depreciation, does not go. The 
position has been taken that theoretically this normal value lies 
midway between original cost value and scrap value in a normal 
plant. This statement is made in order to show that after the 
rate payers have refunded to the stockholders, in addition to the 
cost of actual repairs and renewals, the difference between the 
cost price and the normal value, thereafter the rate-payers can- 
not be compelled to pay to the stockholders anything further 
on account of depreciation. Inasmuch as this statement is prob- 
ably something not commonly known it is necessary to fully ex- 
plain this viewpoint. This premise has been advanced on several 
occasions, but it was fully described in a leaflet published about 
a year ago by James G. Allison, commissioner and chief engineer 
of the St. Louis Public Service commission. 

The three charts which accompany this article give in de- 
tail the "value lines" of certain portions of equipment of a 
public service plant. By the first chart it is shown that if a plant 
consists of two elements only — here represented by the thin lines 
A and B — the heavy line between them comprises "the composite- 
value line," or the combined value line of these two elements of 
plant. The life of A is estimated to be ten years, and the life 
of B to be fifteen years. The dotted lines represent renewals of 
these elements of plant at the time of their total exhaustion. 
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It will be seen that the composite-value line meets the end of 
the renewals of A and B at the thirty-year period, and that the 
this time the percentage remaining of the original cost of the 
plant is zero. Therefore, with these two elements of plant alone, 
the plant must be entirely reconstructed every thirty years. 

In the second chart the same premises have been assumed as 
those given in chart No. i, with this addition, that it has been 
assumed that at the end of the fifth year of the existence of the 
plant a plant addition was made equal and similar to the first 
clement of plant here named A, and that at the end of ten years 
it has been assumed an addition was made to the plant equal 
to the second part of the plant, called B. Both additions, here 
called cLa and bb, have necessarily the same average life as the 
original elements of plant called A and B. The heavy line in this 
chart also represents the composite-value line, or in other words 
the combined values of the four elements of plant. It will be 
noted from the heavy line — or the composite-value line — ^that 
for fifty years it never reached the zero line, but that at the 
thirty-year period it reached the same value as at the end of the 
fifteen-year period, namely, 29 1-6% of the original cost, and that 
this same value was reached again at the end of another fifteen 
years, or forty-five years, and that this condition will continue 
to repeat itself forever. The deduction to be made from this 
chart is that if a plant is composed of elements which are con- 
tinually renewed, and to which continual new additions due to 
natural growth of business are added, then the composite-value 
line can never reach a value that would mean complete deprecia- 
tion or scrap value, in this instance zero. 

The third chart illustrates a composite-value line of a plant 
with a large number of continuous annual replacements and re- 
newals, and in addition thereto betterments and additions from 
time to time. This chart is a continuation of chart No. 2 but 
introducing more elements of plant; hence more renewals, and 
also more additions, in order to bring it in keeping with the facts 
and conditions of the management of the business of a grow- 
ing public utility. 

It has been assumed in this chart that the scrap value was 
9.1% of the original cost, and it will be seen from this that, as in 
chart No. 2, the composite-value line can never reach zero. On 
account of the large number of renewals, additions and bettcr- 
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Chart No. 2 assumes the same premises as explained for 
chart No. i. The life of A is 10 years and the life of B is 
15 years. At the end of five years an addition is made to the 
plant similar to A. The line representing this addition to plant 
is called aa. It is necessary therefore, at the end of the five 
years, to arrive at the composite value of A and B. A has a 
value of 50% ; B has a value of 66-2/3% ; a totj^l of 116-2/3%, 
one-half of which is 58-1/3%, or the composite value of A and B 
at the end of the fifth year, aa is then added to the plant and it 
becomes necessary to place this addition in the composite value 
line: 

A as above is 50% 

B as above is 66-2/3% 

aa at cost 100% 

Total 216-2/3% 

One- third of which is the composite value, or 72-2/9% 

It will be noticed that this time there has been taken one- 
third of the total percentage, because there are now three ele- 
ments of the plant, and therefore the divisor becomes three 
instead of two. At the end of the lo-year period the renewal of 
A becomes necessary, and consideration of such renewal in the 
composite value must be ascertained : 

A has a remaining value of 000% 

B has a remaining value of 33-1/3% 

aa has a remaining value of 50% 

Total 83-1/3% 

One-third of which, or the composite value, is 27-7/9% 

Then occurs the renewal of A, but in addition to the renewal 
of A there is added to the plant another unit similar to B, the line 
representing this addition being called bh. After the renewal of 
A and the addition of bb the composite value is calculated as 
follows : 

A as renewed is 100% 

B's remaining value, as above 33-1/3% 

aa, remaining value as above 50% 

hh, new addition at cost 100% 

Total 283-1/3% 

One-fourth, or the composite value, of which is 70-5/6% 

As there are now four elements in the composite value the 
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divisor has been changed from three to four. At the end of the 
15-year period, B has to be renewed, and also aa, because aas 
life is 10 years and was installed in the plant in the fifth year, 
therefore it is exhausted in the fifteenth year. Before the re- 
newal of B and aa, the composite value is as follows : 

A, remaining value 50% 

bb, remaining value 66-2/3% 

Total 116-2/3% 

One-fourth, or the composite value of which is 29-1/6% 

After the renewal of B and aa the composite value would 
be computed as follows: 

A, remaining value as above \ 50% 

B, new value at cost 100% 

aa, new at cost 100% 

bb, remaining value as above 62-2/3% 

Total 316-2/3% 

One- fourth of which, or the composite value, is 79-1/6% 

At the end of the 20-year period A must be renewed, and 
prior to its renewal the composite value is found as follows : 

aa, remaining value 50% 

bb, remaining value 33-1/3% 

B, remaining value 66-2/3% 

Total 150% 

One-fourth of which, or the composite value, is 37-1/2% 

After the renewal of A the composite value is computed as 
follows : 

aa, remaining value as above 50% 

bb, remaining value as above 33-1/3% 

B, remaining value as above 66-2/3% 

A, new value at cost 100% 



Total 250% 

One- fourth of which, or the composite value, is 62-1/2% 

At the end of the twenty-fifth year aa and bb are both value- 
less and have to be renewed. The composite value prior to re- 
newal of these two is as follows: 

B, remaining value 33-1/3% 

A, remaining value 50% 

Total 83-1/3% 

One-fourth of which, or the composite value, is 20-5/6% 
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Taking the renewals oi bb and aa the composite value is 
computed as follows : 

B, remaining value as above 33-1/3% 

A, remaining value as above 50% 

aa new at cost 100% 

hh new at cost 100% 

Total 283-1/3% 

One- fourth of which, or the composite value, is 70-5/6% 

At the end of the 30-year period A and B are valueless and 
the composite-value line prior to renewal is computed as fol- 
lows : • 

aa, remaining value 50% 

bh, remaining value 66-2/3% 

Total 116-2/3% 

One- fourth of which, or the composite value, is 29-1/6% 

After the renewal of A and B the composite value would be 
as follows: 

aa, remaining value as above 50% 

bb, remaining value as above 66-2/3% 

A, new at cost 100% 

B, new at cost 100% 

Total 316-2/3% 

One-fourth of which, or the composite value, is 79-1/6% 

It will be noticed from the chart that at the 15-year period 
the composite-value line before renewal was 29-1/6% and that 
this same percentage was obtained at the end of the 30-year 
period. Therefore, after the 30-year period, each 15-year com- 
posite-line will repeat itself, this because 15 years is the longest 
life of any of the elements of the plant. Therefore, this chart 
teaches among other things that the composite-value line will 
repeat itself at the end of the period representing the longest 
average life of any one element in the plant. 

The chart further teaches that if there are introduced into 
a plant at stated periods new additions, such as are customary 
in the ordinary business of any growing public utility plant, 
then the composite-value line of the entite plant can never reach 
the zero line, which represents total depreciation of all the plant. 
It also teaches that if there are introduced into the chart more 
original elements of plant, and more additions, and more renewals, 
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then the variation between the lowest composite value before 
renewals and the highest composite value after renewals and ad- 
ditions have been introduced will become less in percentage of 
original elements of plant, and more additions and more renewals, 
in chart No. 3. 

The annual variation between value before renewal and 
after renewal, from the normal or average line, is calculated by 
dividing the difference between scrap value and cost value by 
the number representing the various lengths of life of the vari- 
ous elements of the plant. After the period of construction re- 
newals and additions follow so closely that a plant retains a nor- 
mal value. Thereafter the repairs and renewals line will keep 
that value at a normal figure, obviating the necessity of provid- 
ing for further depreciation. 

The Three Elements of Plant Deterioration: Repairs, Renewals, 

Depreciation. 

Depreciation, as such, is always a moot question among 
courts, economists, engineers, accountants and managers of con- 
cerns to which the doctrine of depreciation is to be applied. The 
normal value theories as herein set forth will be illustrated as 
they would obtain in a plant in which the doctrine of deprecia- 
tion is difficult to apply — namely, a telephone plant. In regard 
to depreciation of telephone plants the additional difficulty is 
encountered in that but few economists, engineers, accountants 
and courts have had opportunity to study the question, or there- 
fore to follow precedent in this instance. 

The difference between depreciation of a telephone plant and 
that of any other plant is that the former embraces a large num- 
ber of small integral but expensive pieces of manufactured arti- 
cles as contrasted with the heavy bulky units of railroads, tram- 
ways, water and other similar large plants ; and furthermore, the 
equipment of a telephone plant is exceedingly delicate, intricate 
and expensive. It is an established principle that heavy bulky 
articles do not depreciate as completely as do small manufactured 
articles. Therefore, taking a telephone plant by pieces, there is 
found an enormous number of small articles the value of which 
may be said to disappear almost completely. Yet, taking all these 
pieces as a whole the completeness of the deterioration of value 
does not exist to that same extent because the plant is so intri- 
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cate and delicate that charges for maintenance and repairs must 
be high to keep it to a very high standard; otherwise it could 
not be operated. 

The efficiency as to the maintenance of a telephone plant, 
as far as can be found, has no equal in any of the other plants 
to which the principle of depreciation has been applied by courts, 
economists, engineers and accountants. To illustrate this, the 
following might be stated: A tramway system may have cars 
which almost fall to pieces, or rails that are almost worn out, 
and a road bed that cannot be considered as having a solid 
foundation — yet every passenger is willing and is almost com- 
pelled to use the tramway car to its full extent and pay the same 
price as if it were a good, new, up-to-date system. The result 
is that, with equipment in bad repair, the revenue may be at its 
height. 

In considering a telephone plant it should be remembered 
that, if its efficiency of operating is low the inevitable and im- 
mediate result is that, through the operating inefficiency or defects 
in the mechanism, the telephone in most instances is put out of 
service. With a telephone system, the mechanical efficiency of 
which is poor, the revenue will naturally be reduced by that 
condition. An inefficient telephone system is expensive to the user 
at any cost, its value lying in its efficiency and extent. From 
this it may be deduced that a telephone system must be in the 
highest possible state of perfection. The only way to keep this 
up to a high percentage of operating efficiency is through the 
medium of large cost of direct maintenance. Further, this be- 
comes the more important owing to the fact that it comprises 
such a large number of small manufactured articles. This high 
direct maintenance cost does not exist in plants composed of 
comparatively few but large units. Here repairs remain, as a 
rule, at a minimum, and at different periods, or stated intervals, 
what is left of certain sections and portions of equipment is 
discarded and entirely new and up-to-date equipment is in- 
stalled. From the latter method one may see that it is easy to 
distinguish and differentiate between maintenance, repairs, and 
renewals on the one hand and depreciation, or whatever one may 
call it, on the other hand. The point to be brought out is that 
by virtue of the high efficiency to be maintained in a telephone 
plant — the maintenance, renewal and depreciation — are so closely 
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allied and interwoven that it is difficult to segregate them, and 
therefore it is more difficult for experts to determine the amount 
of depreciation on such a peculiar plant. 

There is an important element in the factor of depreciation 
that must be considered, and that is the average life of the 
entire plant. It is customary to consider that a plant has a cer- 
tain average life. The total plant value is divided by the aver- 
age number of years of life of the plant. Thus the annual depre- 
ciation is obtained subject to the element of residual value. This 
process is faulty, for the reason that no plant can at any time in 
its entirety become absolutely valueless. This statement docs 
not refer alone to the fact that every plant has a certain scrap 
value which in proportion to the entire value is small. It is 
intended to show that if the plant of a going concern is in 
operation it must have a certain value at all times considerably 
higher than scrap value, because if it were in a poor condition 
as far as operating efficiency is concerned it could not be operated. 
It must, therefore, be in a condition where it must have far more 
value than is scrap, if the plant remains a going concern. What 
percentage of total cost of the plant thus remains as a live 
factor, as long as the owners are operating the property is a dis- 
puted question ; but some economists and engineers as well have 
held that for a traction company or an electric car system this 
is at least 50%. 

Considering the previous statements in regard to the fact 
that operating efficiency of a traction company can be far lower 
than that of a delicate and intricate telephone system, the value 
of a going concern in the telephone business with high efficiency 
must be consider::bly more than 50% of its original cost ; in fact 
' it is above 80%. These statements are not made in relation to 
the value to be paid for the plant in case of a sale or the market 
value, but rather to a value that represents the investment upon 
which a fair return should be earned. If depreciation is charged 
in addition to repairs and renewals the public, or the consumer, 
has paid back to the utility company that amount for immediately 
existing reduction in the v?lue of the property due to wear and 
tear not yet made good by renewals. That is either in the 
pockets of investors or stockholders or is in a reserve fund ; if not 
in the fund, then it is in the reserve account and has been used to 
purchase additional plant. Thus the depreciated plant value, 
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added to earned surplus either on hand or paid to stockholders, 
will equal the original investment. In such a case a fair return can 
be only on the depreciated value of the original cash investment 
and not on the cost of reproduction. Therefore, if depreciation 
is allowed in addition to repairs and replacements, the cash invest- 
ment upon which a fair return is allowed is reduced each year 
by the amount of depreciation so allowed. Hence the rate should 
be reduced each year by the interest or the fair return on the 
depreciation allowed. Thus continued for as long as deprecia- 
tion continues — or 50% of the cost, or the life of the plant — a 
fair return on the first half of the capital must cease at the same 
time that the depreciation ceases. The utility corporation cannot 
have both — ^namely, the return on the principal in depreciation 
and interest on the amount so repaid by the consumer. 

The normal value of a large plant cannot fall below 50% 
of the difference between cost and scrap value, because the aver- 
age life of a large number of units, each of a different length of 
life, gives such a variety of lengths of life, especially if installed 
at numerous different periods, so that the time of complete usc- 
lessness of the individual parts of the plant falls at so many dif- 
ferent periods that the renewal of these parts at their various 
periods makes it impossible for the entire plant to ever reach the 
period of complete scrap value, either through obsolescence or 
wear and tear. Therefore, while at any given period an uncom- 
putable depreciation undoubtedly exists it will never become evi- 
dent in the plant that constantly becomes a subject of renewals, 
repairs and replacements on account of obsolescence. The 
oftener parts of the plant become obsolete the higher the main- 
tenance and replacements will be, and the more impossible it be- 
comes to find a time when the plant has only scrap value. The 
more intricate and delicate the plant, and the higher the demands 
for efficiency, the higher its maintenance and replacement must 
be and the farther off the inevitable period of complete useless- 
ness. With it all the period of realization of the inevitable 
moment of that unknown, uncomputable factor of ultimate plant 
deterioration is so far pushed into the future that no one can 
compute it. At any rate, the normal value lies nearer to the 
original cost than 50% of the difference between original cost 
and scrap value, as far as a well equipped public utility plant is 
concerned. 
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Conclusions as to Deterioration. 

Summing up what has been said about depreciation in the 
preceding pages : The deterioration of a plant consists of three 
elements: (i) Maintenance and repairs; (2) Renewals; (3) 
Depreciation. Of these three maintenance is a just current 
operating charge. Renewals are of such a nature as will re- 
duce depreciation — the latter being that unknown, uncomputable 
factor of ultimate plant deterioration which exists at any period 
at which it is desired to ascertain exact plant values, because the 
renewal periods of parts of the plant have not as yet been ex- 
perienced, nor are they due at this time. Therefore, if renewals 
run high, depreciation becomes very small, and in such a utility 
as a telephone company it becomes practically a negligible quan- 
tity, after having reached the "normal value," which may be 
estimated at above 80% of the original cost. 

The theory of "normal value" explained the reason why a 
plant cannot have depreciation below one-half of the difference 
between original cost and scrap value. It has also been shown 
that this element of depreciation is altogether separate and 
distinct from the actual outlays which the company must make 
and pay for from day to day for repairs and renewals. The 
amount to be paid by the rate payers for depreciation, there- 
fore, is an item of compensation not to be paid out by the com- 
pany for repairs and renewals, but to be paid out by the company 
as a refund to the stockholders for inevitable unknown wear 
and tear and as a just reimbursement for the loss in investment, 
which is the difference between original cost and normal value. 
Or, instead of paying this depreciation item to its stockholders 
in dividends out of surplus, this amount may be held by the 
company in a reserve account, or sometimes, a reserve fund, in 
order to keep the investment always at 100%, i. e., present value 
(or ultimately normal value) plus unconsumed depreciation re- 
serve must always equal original cost. How much this amount 
should be per annum, to be added to the rate, depends on the 
period of time in which the plant deteriorates to normal value. 
The annual amount, therefore is an item that can be fixed only 
arbitrarily, based upon theories as to what the average life of 
the elements of plant is ; but this certainty exists, however, that 
the annual payments for depreciation should cease at the time 
the ratepayers have refunded in the rate a sufficient amount to 
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bring the investment from original cost down to normal value. 
After that period the rate payer need not pay anything beyond 
actual repairs and renewals. 

It has been stated thatjt is difficult to separate repairs, re- 
newals and depreciation. While it is easy to make an arbitrary 
ruling whereby repairs can be separated from renewals it is 
difficult to draw the line between renewals and depreciation. 
This for the reason that renewals occur at differenjt and uncertain 
periods not equal distances of time apart, nor equal in amount. 
For this reason renewals and depreciation can be calculated and 
estimated only as a combined factor. The **cost new" and the 
"present" values can be computed, but to divide the difference 
between these in the following component parts is too difficult 
for practical use. These component parts are : 

( 1 ) The accrued but not experienced renewals ; 

(2) That unknown portion of plant value lying between 
"cost new" and "normal" values. 

The first is called "accrued renewals" because it is known that 
these will come some day, but they have not yet been experienced, 
due to that part of the average life of the plant unit that still 
remains intact and gives satisfactory service. The second is 
called "depreciation," and is that unknown portion of plant value 
lying between reproduction and normal values that will never 
be replaced by renewals and which should remain in the reserve 
accounts or funds to be given to the stockholder at the cessa- 
tion of operations in order to return to him the 100% he has 
originally invested. In these calculation^, therefore, the two ele- 
ments of plant deterioration just described, ("depreciation and 
accrued renewals"), together with the "experienced renewals" 
should be combined in the rate for depreciation ascertained by 
actual valuation by an engineer. 

Reserve for renewals is a method of bookkeeping whereby a 
certain amount is set aside at short intervals for the purpose of 
providing for renewals, instead of at irregular intervals and at 
times when these really occur. These renewals are caused by 
past use, and therefore, such an expenditure should not be 
chargeable to the future users of the public utility in question, 
because the cost for such wear and tear has been due to the 
users in the past and should be borne by them. Any addition 
to the present rate to cover renewals caused by use in the past 
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would be exceedingly unfair. In other words, if the present rate 
does not provide for a portion of this renewal some time in the 
future, the then users will have to stand a large and sudden in- 
crease in the rate in order to cover this deterioration of equip- 
ment. This is unjust. If it is then decided that each present 
user of the public utility shall be charged with a portion of these 
renewals by an addition to the annual rate it must be decided how 
much such charge shall be. This can be done only by dividing 
or discriminating between repairs and renewals. If they were 
not divided it would not be possible to decide how much should 
be added each year to the rate in order to provide for this deteri- 
oration, which is bound to occur. The fact that such division can- 
not be made accurately and that it must be done arbitrarily does 
not take away the principle, and under these circumstances a just 
division is the best that can be done. 

The three elements in maintaining the plant of a utility com- 
pany at an efficient standard are repairs and maintenance, ex- 
perienced renewals and depreciation to normal value. These 
three elements of cost of necessity have to be included in a 
rate. Inasmuch as the rate should be as uniform as possible 
w^ithout severe fluctuations, renewals should be provided for 
by a level annual return from the rate regardless of whether 
they are made during the year of collection, or not. Deprecia- 
tion should also be provided for by a level annual rate. 

If the exposition of the normal value principle is carried 
to its logical conclusion, it will be seen that the amount needed 
for the annual depreciation will diminish as the amount needed 
for renewals increases. 

The proper reserves created upon the books of the corpora- 
tion for fhese two factors of plant deterioration and the proper 
charge against the reserves for experiences renewals, will prop- 
erly represent in these reserve accounts or funds the actual 
depreciation experienced. 

The investment of the funds collected from the rate by the 
utility company in its own plant, or the investment in outside 
securities, is a matter of little moment in the consideration, with 
this exception — that the annual charge for reserve for renewals 
and depreciation should not be computed upon the straight line 
principle of depreciation, but upon the annuity plan, thereby 
reducing the annual charge included in the rate to that sum 
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which, accumulated at a fair rate of interest, will provide for 
the renewal ; and depreciation requirements of the plant. 

Pair Return on Investment. 

Having decided the subject of depreciation the question of 
fair return on the investment comes up. It seems almost im- 
possible to find any two men who agree on what amount the 
interest — considered to be the fair return — should be changed. 
Especially is there a great difference of opinion as to whether the 
fair return should be calculated on the original cost value or the 
cost to reproduce the property, or whether it shall be the de- 
preciated value, or the present value, which ultimately will be- 
come the normal value. In case the depreciated or present value 
is taken, a difficult element enters — namely, the fact that the 
stock issued and outstanding for the original investment still 
remains intact and that, because the corporation has conducted 
its business well and faithfully and has not looted the profits by 
declaring large dividends, there is a penalty upon the corpora- 
tion and its stockholders when the rate payers commence to pay 
interest only on the reduced value, just because there happens 
to be an argument about the present value and because an in- 
ventory shows that the present value is lower than the original 
cost on the stock outstanding. 

However, if the rate-payers, by a slight addition to the rates 
in the past, have paid an additional profit over and above a fair 
return on the stock outstanding, then the company must have 
accumulated a reserve or a surplus equal to this addition to the 
rate, and if this additional amount in surplus or reserve ac- 
counts — whether in cash or invested in the plant — is on hand 
and available to the stockholders, it may be declared as a stock 
dividend. It must be considered, however, that the reserve or 
surplus spoken of is not that necessary reserve for renewals and 
depreciation, but it is an additional sum over the calculated re- 
quirements for renewals and depreciation. 

It is only necessary, therefore, that the fair return on invest- 
ment be made on the present value of the plant, with an addi- 
tion to the return to include interest on the reserves created 
for renewals and depreciation, if these reserves have been in- 
vested in the plant. This is necessary for the reason that the 
periodical charge for these reserves included in the rate is in 
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a reduced ratio on account of the contemplated compound in- 
terest required in the annuity method, so it follows that the 
present value of the plant is the base upon which a fair return 
should be calculated — ^but to the present value must be added 
adequate interest upon the reserve for renewals and depreciation 
invested in plant. It follows that the reserve deducted from the 
cost new, or book values of the plant, will equal the outstanding 
present stock together with the surplus accumulated or the 
present value and ultimately normal value. 
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Governmental Profit and Loss 

John B. Tanner 

A statement of governmental revenue and expenditure is not 
a statement of governmental profit and loss. The purpose of 
this article is to direct attention to the interpretation of a govern- 
mental revenue and expenditure statement and to evoke dis- 
cussion of the elements of governmental profit and loss. A 
statement of governmental revenue and expenditure, although 
analogous in form to a like statement for a commercial enter- 
prise, is far from being analogous in its exposition of the re- 
sults of operations. Any attempt to interpret governmental 
revenue and expenditure as being profit and loss would be baffl- 
ing. An interpretation of such nature would be misleading and 
erroneous. It should not be understood that revenue and 
expenditure statements have no place in governmental account- 
ing. Any scheme of governmental accounting must comprehend 
every principle of the balance sheet and of the income account. 
These accounting principles are immutable both in commercial 
and governmental accounting, but governmental accounting 
must comprehend, in addition thereto, a new concept of profit, 
not analogous to principles found in commercial accounting. 

Right thinking on the part of the public is the hope of democ- 
racy. Accountants, economists, statisticians and public officials 
are under responsible obligations to so direct and develop busi- 
ness and accounting methods in affairs of government as to make 
it possible for the public at large to thoroughly understand 
past accomplishments and to wisely determine the policies of 
future undertakings. 

It is generally acceded that our republican form of govern- 
ment is, at least in theory, (and should be in practice), a govern- 
ment of, for, and by the people. Any unit of government, 
whether national, state or local, is a cooperative organization of 
citizens having a proprietary interest therein. In the last 
analysis, government has but one function. No matter how 
numerous the activities of government or in how great detail its 
purposes may be classified, the conclusion must be that all classifi- 
cations are but refinements of the basic function — the advance- 

264 



Digitized by 



Google 



Governmental Profit and Loss 

ment oT social welfare. Activities which cannot logically be 
placed as refinements of this basic function should not be under- 
taken by the organism of government It might be wise for the 
national government to take over the telephone, telegraph, and 
transportation facilities of the country, but in so doing it would 
be justified only on the theory that social conditions are made 
evil by bad economic conditions, and conversely, that improve- 
ment of these economic conditions makes for better social condi- 
tions. This theory might justify governmental interference; 
but, eliminate social consideration and the government would 
be interfering for the purpose of taking money from A to dis- 
tribute to B, C, and D, which, per se, is indefensible. 

The revenues of a governmental unit are derived either 
directly or indirectly through its corporate or sovereign power. 
There is usually no discernable relation between the source of 
revenue and the destination of expenditure- The revenues are 
largely a direct proprietary contribution to a communal fund to be 
expended for the benefit of all. To deny the truth of this state- 
ment is to deny the validity of our form of government. Al- 
though the payment of taxes is a voluntary contribution on the 
part of the majority and an involuntary contribution on the part 
of the minority, yet all payments must be considered proprietary 
contributions. These are not profit to the governmental organiza- 
tion any more than the investment of proprietary capital is profit 
to a business corporation. 

Commercial accounting reflects the operations of a commercial 
enterprise in terms of profit and loss. Thus commercial account- 
ing enables the owners of an enterprise to form concrete judg- 
ments as to the efficiency of the personnel, the form of organiza- 
tion and the soundness of business policies. The owners of 
commercial enterprises find in their accounts statements of the 
extent of their ownership as to both the beginning and the 
close of any particular period. They base judgment on the 
simple proposition that efficient personnel, efficient organization, 
and sound business policies result in increase in the extent of 
ownership; while inefficient personnel, inefficient organization, 
and unsound business policies result in a decrease of such pro- 
prietary interest. 

A consideration of the function and activities of govemme * 
makes it apparent that governmental accounting does not di:- 
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close efficiency or inefficiency in terms of profit or loss. As has 
been stated the revenues are derived through corporate or 
sovereign power, and expenditures are determined by the concep- 
tions entertained by the public as to activities which should be 
carried on. The source of revenue and the purpose of expendi- 
ture cannot be combined in a financial statement so as to repre- 
sent profit and loss. The assets of the government are not 
owned for the purpose of producing financial revenues, neither 
are its operations carried on nor are its losses sustained for the 
purpose of producing financial profit. Governmental organization 
is for profit, but not for commercial profit. In conmiercial ac- 
counting profit is the accretion to the fiscal condition of the enter- 
prise. In governmental accounting profit is the advancement of 
social welfare. 

It is evident that the results to be obtained from governmental 
accounting are not limited wholely to fiscal affairs. Governmental 
accounting can and should show the activities undertaken and 
the cost of each activity. Such cost is not a loss in the com- 
mercial sense. It is an expenditure of moneys received as pro- 
prietary contributions and it is therefore a direct diminution of 
proprietary interest. It seems evident that the expenditures to 
carry on a governmental activity is cost, cause or measure of 
effort. This being true, it is necessary to determine the effect or 
benefit arising from such expenditure. Since the purpose of the 
expenditure is the advancement of social welfare, and not the 
production of commercial profit, the results or benefits must be 
found in an analysis of the effect of the undertaking upon the 
status of social welfare. 

It is apparent that the commercial rule for determining and 
interpreting profit and loss cannot be applied to governmental 
undertakings. Now, because the rule for determining commercial 
profit and loss cannot be applied, it does not follow that it is 
impossible to devise an adequate rule to be used by all governing 
bodies in recording and reporting the costs and results of com- 
munal effort. The writer has therefore evolved the following 
rule for the determination of governmental profit and loss : 

The worth of any activity of government must be determined 
by an appraisal of the value of such service to the public good 
compared with the cost of such service. 

This rule means that the value of any activity of government 
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must be determined by an intelligent analysis of the results ob- 
tained. An intelligent analysis cannot be made from insufficient 
or misleading data. A statement of revenue and expenditure is 
entirely inadequate for the purpose of appraising the value of 
the benefits obtained. In fact a statement setting forth revenues 
and expenditures, unless specifically described, is misleading. 
The fact that it is misleading is, without doubt, largely due to the 
usual methods of presenting and interpreting commercial revenue 
and expenditure. Such statements should be avoided in setting 
forth governmental profit and loss. 

Officials responsible for the promulgation of governmental 
reports should assiduously endeavor to make such reports in a 
simple and nontechnical manner so that the ordinary citizen may 
read and comprehend. The publishing of exhaustive financial 
reports and separate volumes of statistics and descriptive data is 
so violent a divorcement of the elements of cause and effect as 
to make it impossible for the public to form any reasonable con- 
ception of the success or failure of governmental activity. Fur- 
thermore there is little merit in reporting to citizens only in terms 
of millions of dollars. Few people can comprehend financial 
figures which transcend their daily experience. Recapitulations 
of revenue and expenditure are of course desirable, but the costs 
of government should be classified according to the units of or- 
ganization and often according to the internal activities of a 
given unit. 

This method of classification may perhaps be aptly illustrated 
by activities of the Industrial Commission of Wisconsin, as fol- 
lows: General administration; safety and sanitation; free em- 
ployment offices ; woman and child labor ; workmen's compensa- 
tion ; bakeries and conf ectionaries ; arbitrations ; boiler inspection ; 
building code; old-age pensions; minimum wage; statistical de- 
partment. The records of cost are so maintained as to show 
separately and in extended detail the actual cost of carrying 
on each activity. It would be manifestly impractical to ask the 
public to pass judgment upon the value of the entire service 
rendered by this commission by giving to it in one volume a 
report of the cost and in a separate volume statistics of results 
and an exhaustive description of the work accomplished. The 
value of the work of this commission can be determined only by 
' an appraisal of the worth of each particular activity. The com- 

267 



Digitized by 



Google 



The Journal of Accountancy 

mission will in future report to the public not only the detail 
cost of each particular activity but in conjunction therewith the 
statistics of results obtained. The cost of administering the 
workmen's compensation law and the results of such activity 
will under this plan become a report complete in itself. It will 
not be clouded by inclusion of fiscal or other statistical facts 
relative to other activities. The public will be able to compre- 
hend the purpose of this activity, and the ordinary individual 
may arrive at a conclusion as to the value of the result obtained 
and as to whether it is or is not commensurate with the cost. 
Actual knowledge of fact will be the basis for making any change 
in the policy affecting this activity. 

Some readers may believe that the plan proposed here is 
theoretical and abstract; that it is impossible to make an ap- 
praisal of a social service. However, it must be admitted that 
it is no more difficult to appraise social servic ethan it is to ap- 
praise any other service of an intangible nature. 

The business man who spends money for newspaper advertis- 
ing certainly appraises the value of the benefit received there- 
from. It is quite impossible to demonstrate that the value re- 
ceived from newspaper advertising is any more tangible than the 
benefit received through a municipal fire department. In both 
cases the valuation of the results must be made by a comparison 
of conditions as they existed at different dates or of conditions 
in similar enterprises. In the case of advertising it is possible 
to determine the efficiency of policies employed, and in the case 
of the fire department it is possible to determine the efficiency of 
policies, organization and business methods. 

The business men of San Francisco have appraised the value 
of the Panama-Pacific exposition, and on the basis of that ap- 
praisal they as wise and experienced business men are spending 
large sums of money. They are far within the region of the ab- 
stract in valuing the benefit the exposition will be to that city 
and also to themselves as individual merchants. Every person 
who reads this article may have spent money for intangible 
things which could not be inventoried after the expenditure had 
been made. Such simple transactions as money spent for theatre 
tickets or tuition paid for schooling are expenditures for service, 
and the payment of money is proof of an appraisal on the part of 
the payor. In order that the plan herein suggested for determin- 

268 



Digitized by 



Google 



Governmental Profit and Loss 

ing governmental profit and loss may not be misunderstood, it 
should be noted that the recommendation is for an appraisal of 
service, not for an appraisal of personal services. The appraisal 
of personal service is a matter of internal administrative effi- 
ciency and is not under discussion at this time. 

The accountant and statistician will be quick to see that this 
plan of presenting information for public consumption is pre- 
dicated upon the correlation of the work of the accountant and 
the statistician. The classification used by the statistician in 
compiling statistics must be exactly the same as the classification 
used by the accountant in grouping costs. The accountant is 
dealing with figures measuring effort. The statistician is dealing 
with figures measuring results. The accountant records values 
released, and the statistician records values received. It is these 
two elements that the candidate for office invariably uses in mak- 
ing a political campaign. Often it is the problem of the 
justification of expenditure, and the natural and logical method 
is to array facts regarding costs over against results attained. 

It is believed that all government accountants must recognize 
this theory of governmental profit and loss and must include in 
the accounting machinery an automatic plan of procedure for the 
accumulation of statistics of result. The writer has advanced the 
belief that right thinking on the part of the public is the hope of 
democracy. Indeed it seems evident that right thinking cannot 
prevail until the people receive in proper form true reports of 
costs and results. Such reports should be made contempor- 
aneously and as far as possible in juxtaposition. When such 
profit and loss reports are in general use no longer will ignorance 
exist through lack of proper information, and no longer will 
erroneous conclusions prevail. There is every reason to believe 
that such reports, making it easy to compare cost and results and 
making it possible to compare the efficiency of one unit of gov- 
ernment with a similar unit, will have a far-reaching effect upon 
the administration of governmental affairs. Extravagance, in- 
efficiency and unscientific organization will be brought to light. 

The reader will comprehend that the plan here proposed is 
entirely in harmony with the mental process of the ordinary 
citizen. The use of this plan will not require any change in 
the mental attitude towards affairs of government. It will, how- 
ever, be far reaching in its effect upon the present crude and 
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unsuccessful methods of valuing the benefits of government. It 
is believed that it will bring about an enlarged conception of the 
function of government, the problem of social welfare and the 
principles which must be followed in the administration of com- 
munal undertakings. The reader is urged to consider the pre- 
vailing methods used b]^ fiscal officers in reporting affairs of 
government and to note the prevailing failure of such reports 
to set forth in understandable form governmental profit and 
loss. 
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Problems in Municipal Indebtedness 

By Horace Secrist, Ph.D. 

Many of the problems in municipal debt relate to these facts 
and conditions: 

(i) Borrowing for most cities and for other municipal cor- 
porations is a necessity resulting from the functions which they 
perform. 

(2) Public credit is often employed when taxation would be 
more legitimate. 

(3) Borrowing, although usually indulged in too extensively 
when not carefully regulated, when used with discretion becomes 
a ready and legitimate means of securing immediate use of 
funds. 

(4) To borrow successfully implies constant recourse to 
money markets, and familiarity with the market conditions as 
well as a keen sense of the rights and interests of the borrowing 
public. Connected with these general considerations are most of 
the problems with which we have occasion to deal here. 

Many minor political units and practically all cities have im- 
portant functions of an administrative character as well as of a 
business nature which include receipt and expenditure of large 
amounts of public money. An adequate performance of these 
fimctions involves in most cases the use of borrowed funds. 
These are, ordinarily, supplied by the investing public acting 
through the medium of banks and trust companies. Local units, 
therefore, through their elected officers, bid with private firms 
and corporations for the command of available capital. One 
problem in public debt, therefore, is the equalization of the bar- 
gaining power between local officials, representing taxpayers, and 
financial interests; and also of guarding against any betrayal 
of the public and still protecting the interests of the creditor. 

The methods of protecting these interests are dissimilar. 
Municipalities are interested in selling bonds or other evidences 
of indebtedness at the lowest possible interest rates, in making 
terms of the longest duration allowable in order to defer taxation, 
and in borrowing as much as possible to keep down the tax rate. 
Creditors are interested in paying the lowest possible price for 
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bonds, in securing high interest rates, in the legality of the is- 
sues, in the forms which the instruments take, in the time they 
are to run, in the security offered, and in their general nego- 
tiability, etc. The safeguarding of interests of both parties to 
these financial transactions involves both political and economic 
considerations. The political side is concerned in that the public 
is acting through elected officials, who, in most instances, hold 
office for limited tenure only and on condition that they act in 
sympathy with the demands of a political constituency. The 
rights of the public must be in a measure guaranteed through such 
officials. On the other hand the problems of debt contraction, 
debt manipulation and debt payment involve not only political 
but also important economic considerations. Both sides of these 
questions require attention. 

It is often impossible for local officials to be efficient and at 
the same time to retain their offices. Unfortunately efficiency is 
too frequently sacrificed. We must recognize that incompetency 
at least is too often the rule among public officials, and particu- 
larly so among those whose duties are of a really constructive and 
sometimes of a technical nature. The every day routine, for in- 
stance, of tax matters, may be mastered in every detail, and yet 
the ability and the desire to successfully and economically float a 
series of bonds and to make proper provision for paying the same 
may be wholly lacking on the part of the official. The use of a 
sinking fund to pay current expenses sometimes proves too great 
a temptation to be withstood. An official, or an administration 
which has squandered public money and raised a tax rate inor- 
dinately, may often be displaced, but cases are almost unknown 
where officials have lost public confidence, or administrations 
have been changed because of excessive borrowing. Opposition 
is contrary to the interests of the taxpayer because the day of 
payment is generally so far in future that chances remain of his 
not having to pay, or at least of his being better able to pay. 
Spasmodic objection to borrowing may make itself felt here and 
there, but the majority of taxpayers are usually willing to allow 
borrowing to continue. Small popular votes on questions of debt 
approval or rejection are the rule. The discount of the future 
acts as a potent force in determining action. Human nature and 
the political control of municipalities seem to be in league with 
the abuse of credit — the former because of discount of the 
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future, the latter because of necessity to please a constituency. 
Some regulation of the power to borrow money and to dispose of 
the same is absolutely necessary, and the question turns upon 
the nature of proper control. 

Constitutional debt control amounts, on the one hand, to a 
prohibition against subsidizing private capital, and on the other 
hand to a limitation of debt to a certain percentage of the as- 
sessed value of property. There can be no percentage of debt to 
the assessed value of property, which is a priori correct. In 
some political jurisdictions a $% limit operates as no restriction,* 
and yet the abuse of public credit is proportionately as great as 
for the units borrowing much more. In other cases a 5% limit 
operates as an obstacle to legitimate enterprise, f There can be 
no single percentage limit that applies with equal legitimacy to 
all political units or even to those similarly situated. The varia- 
tions in the limits in the United States, which range from 2j^ to 
i8 and in Canada | approach 20%, are conclusive evidence of 
this truth. Besides, to merely indicate a maximum to which all 
units may borrow is not to regulate the use of public credit. 

It may be that there is a percentage of debt to assessed value 
of property which for cities and towns of a specified district 
tends to assume a certain level, but that this percentage should 
apply to all units alike is indefensible. The average ratio of debt 
to assessed value of property for the cities and town of Rhode 
Island, in 1907, was 5.16%, and for 1908, 5.38%. But the maxi- 
mum percentage for 38 civil divisions in 1907 was 23.26%, for 
a city with a population of 1,274; while the minimum percentage 
for the same divisions in the same year was 0.12% for a city of 
approximately the same size. Like variations are found as to 
i9o8.§ A comparison of the same nature for Massachusetts 
shows a maximum percentage ratio of 7.45% for a city with 
a population of 97,434; and a minimum percentage ratio of 
2.47% for a city with a population of 69,272. Eighteen cities, 



* For the period 1903-1909 Inclusive there was no county In Wisconsin which 
had an outstanding debt, equal to 50% of the legal limit — 5% — for counties. 
More than 71% of the average indebtedness of the 61 indebted counties of the 
state for this period was less than 16% of the legal limit, i. e. less than 15% of 
the 5% of the assessed value. These facts are taken from study of county 
indebtedness in Wisconsin which the author made for the Wisconsin Tax com- 
mission. 

t The experience of Chicago is a case in point. Vide, the interpretation of 
the Mueller Law (Chap. xxiv. Kurd's Revited Statutes, 1906), May 18, 1903. in 
"Lobdell V. City of Chicago," 81 N. B.. 354, 227 HI., 218. 

X Perry, J. Roy, "Public Debts In Canada." University of Toronto Studies. 
Vol. I. pp. 79-80. 

9 "Report of Taxation Laws," Providence. R. I.. 1910. pp. 149. 155. 
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or 55% of all in the state, showed a percentage of net debt to as- 
sessed value under 5% ; while 15 cities, or 45% of all, showed a 
percentage of net debt to assessed value of over 5%. Even a 
larger variation exists for the towns — 11.04% to 0.00%.* 

Both as a measure of the amount of debt which a city is 
financially able to bear, as well as a barometer of the needs for 
borrowed funds constitutional, limitations are objectionable. As 
a code of regulations in which the interests of both creditor and 
debtor are guaranteed they amount to nothing. The amount of 
funds which a city should borrow is a portion of the total con- 
tribution which the taxpayers are willing to make governed in 
each case by the uses to which such funds are applied. If a com- 
munity is new large expenditures are necessary to eflFect im- 
provements indispensable to city development. If the city in 
question is large, and growing rapidly, the tax rate cannot be 
adjusted so as to provide for large capital expenditure and resort 
must be had to borrowing. On the other hand, in older com- 
munities, and often in school districts, normal expenditures can 
and should be adjusted to the machinery of taxation. The neces- 
sity of borrowing depends in each tase upon the activity of the 
community together with the position to which it has arrived 
in satisfying cardinal needs and the policy of extension which 
it has adopted. How much a municipality borrows is largely in- 
consequential provided there is need for borrowed funds, and in 
case the payment of debt within a reasonable time is assured. 

Borrowing is a financial device, useful when employed with 
discretion, and it is seldom liable to great abuse when a rigid 
policy of liquidation is followed. It is not borrowing that is bad 
in itself; it is the disposition to escape tax burden by borrowing 
which is objectionable. The chief difficulty, and the one to be 
corrected, is the weakness in the system of local government 
whereby officials are permitted and encouraged to borrow for 
purposes which should be supported by taxation, to borrow too 
much for legitimate purposes and to defer debt payment too far 
into the future. Rigid constitutional restrictions on the amount 
of debt will not correct these abuses. The only certain guaran- 
tee against their continuance is the adoption of a system of 
administrative control in which a competent state board or com- 
mission, whose sanction must be had for the use of borrowing, 



"SUUstics of Municipal Finances." Boston, 1907, pp. 66, 192. 
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for the duration and amount of money to be borrowed, plays the 
controlling part. Control of municipal debt is a necessary part 
of the control of local finance, and in many respects the most 
urgent part. The problems, associated with it call for further 
consideration. 

The chief problem in debt payment so far as the debtors are 
concerned is the equalization of tax burdens between the present 
and the future. Most commonly provision is made for debt 
payment by the accumulation of a sinking fund, i. e., "a fund to 
which a fixed proportion of the loan can be carried * * * and 
either applied at once in the reduction of the debt or invested 
at interest until it can be so applied." * Many state constitutions 
provide for the accumulation of such funds f by requiring that 
there be levied direct annual taxes at the times the loans are 
made and periodically thereafter. The sinking fund per se in 
public finance and public conscience so little developed that bond- 
was so low and public conscience so little developed, that bond- 
holders had to be given some assurance that the principal of 
their loans would be paid when due, but as a method of debt 
payment and as a temptation to unprincipled and ignorant city 
officials, not only does a sinking fund clog and complicate the 
finances of a municipality but it has absolutely no redeeming 
features. Originally required as a guarantee to the creditor, 
and later as complete protection to the debtor, it has now in far 
too many instances neither one of these functions because the 
"fund" degenerates into an "account." Taxes may be levied in 
good faith, but that the proceeds are kept intact and invested 
properly, that they are not used to pay current expenses, for 
instance, is never certain so long as accounts are inaccurately 
and unintelligently kept and no public reports are made of them. 
The inviolability of this fund is the taxpayers' only protection 
against double taxation. 

The taxpaying personnel may not be the same at the time 
the fund is misspent as it is when resort to further taxation is 



* Murray. Alexander. "Municipal Finance/' etc.. The Accountant, March 26. 
1910, p. 446. 

t Payment of debt by the sinking fund method is being replaced to some degree 
by the serial method. This movement is praiseworthy for it takes out of the 
hands of local officials the control of large sums of money with which com- 
plicated questions arise concerning iuTestments and which furnish temptations 
for illegitimate usage. Of the 158 cities of the United States with population 
of oyer 30,000 in 1907. 185 reported some serial loans. "Statistics of Cities 
with Populations over 80.000" 1907. Washington, p. 78. 

Of the growing use of the serial method of debt payment in Massachusetts, 
see "Third Annual Report of the Statistics of Municipal Finances." 1008-9, p. 
xzyi. Boston. 1911. 
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made necessary, but this does not change the eflFect of the mis- 
appropriation. The moneys have been set aside for a particular 
purpose, and their use for purposes not intended cannot fail 
to cloud not only the perspective of the public relative to the 
total tax levy also to open the way for an illegitimate use 
of public funds. Occasions may arise when certain savings 
would result from the application of sinking funds to new bor- 
rowing powers, especially when desirable investments are not 
at hand, when bonds outstanding are not due and cannot be 
readily purchased, etc. Most of these difficulties, however, may 
be avoided by the adoption of serial payment. At best such a 
procedure is questionable and is possessed of many of the ob- 
jections as in the prevalent practice of some American cities 
that invest their bond issues in their own sinking funds, thereby 
creating a forced market for their securities.* "For a munici- 
pality to sell its bonds to the sinking fund is the same as borrow- 
ing from the sinking fund." f The local government board in 
England, in its "Provisional Orders," specifically inserts the 
following clause when dealing with securities in which public 
sinking funds may be invested : "But exclusive in every case of 
the securities of the corporation." X The conservation of these 
funds and their use for the purposes intended require honesty 
among city officials, scientific and accurate accounts, and a certain 
amount of publicity or outside control of a disinterested and 
adequate sort. Absolute honesty in every official is not to be 
expected, and accounts are far from being satisfactorily kept. 
To provide for these deficiencies, Ontario, Canada, for instance, 
has enacted that persons who are responsible for diverting 
money from sinking funds are not only liable for the amounts 
diverted but are disqualified from holding municipal office for 
two years. § Moreover, failure to levy the amount required to be 
raised for sinking fund purposes in any one year brings dis- 
qualifix:ation for office for two years upon the members of the 



* "Sixty-five cities reported city securities alone as constituting the assets, 
other than cash balances, in their sinking fund ; eight cities reported other 
inevefitinents, but no city securities : 38 reported both city securiUes and other 
investments ; and 43 cities reported cash as the only asset." "Financial Statistics 
of Cities having a Population of over 30,000," 1910. Bureau of the Census. 
Washington. 1913. 

t Chamberlain, Lawrence. "Principles of Bond Investment." 1911, p. 214. 
Vidr, also Chandler, Alfred D. "The Metropolitan Debts of Boston and Vicinity, 
Brookline, Mass.." 1905. 

t Quoted in Biddell, Geo. "Local Loans in England," p. 334. Biddell in 
commenting upon this and other clauses remarks that they "are the beet 
extant with regard to sinking funds." Thid, p. 41. 

S "Consolidatod Municipal Act," 1903. Sec. 418. 3 Ed. VII, Oh. 193. 
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council so neglecting it.* The same province has adopted a 
further provision in order to guarantee the continued existence 
of such a fund after it has been raised. Section 8 of The Ontario 
Municipal Securities act f allows the deposit of such funds with 
the treasurer of the province, while section ii J requires that a 
return shall be made to the treasurer of Ontario showing whether 
the sinking fund for the year was raised, how it was applied or 
dealt with, and the conditions of the investments in which the 
funds were made. The present movement in the United States 
looking toward uniform accounts for municipalities and syste- 
matic reporting to a central administrative body is also a distinct 
step in the direction of guarding adequately tlie interests of the 
taxpayers. 

The creditor, on the other hand, has little more than pass- 
ing interest in the strict maintenance of these funds. The tax- 
ing power is most generally adequate security for the liquidation 
of his claim. Government solvency "depends wholly upon the 
efficiency of the taxing power of the government and the wealth 
of the private citizens." § Generally speaking municipalities have 
but one way of meeting their debts. Creditors reiy almost wholly 
upon the power of taxation and .upon the probable continued ex- 
istence of taxable values. 

Another difficult problem in connection with public debt 
is the determination of the proper time in which debt payments 
should be made. Theoretically there is no relation between a 
sinking fund and the life of an asset. The purpose of a sinking 
fund is the payment of debt ; the purpose of a depreciation fund 
is to secure the maintenance of the efficiency of property. The 
latter is calculated almost wholly according to its "use" or "life." 
But a public debt must be paid, and the chief consideration in de- 
termining the proper time for payment in respect to depreciating 
property is its life. Not all properties, however, depreciate with 
the same rapidity; indeed, some do not depreciate at all, but 
on the other hand constantly appreciate in value. There can be 
no one period, therefore, for debt redemption that will suit 
all municipal properties. Twenty years duration for bonds is- 
sued to macadamize a street is too long, because on two or three 



•Ihid. Sec. 418 (6). 

t8 Ed. VII, Chap. 51 (1908). 

tS Bd. VII. Chap. 51, as amended by 9 Bd. VII. Cliap. 76. (1909). 

i "StatlsUcs of Cities with Population over 30,000." 1907. p. 18. 
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occasions during this period the necessity will arise for repeat- 
ing the improvement. On the contrary, twenty years is too short 
a time for bonds issued to purchase land for a city wharf or 
park, because these properties will almost surely appreciate in 
value. And yet in Wisconsin, for example, cities are borrowing 
for all city purposes on twenty-year bonds. This is wasteful, 
because of the enormous loss through interest payments, and 
unscientific because of the violation of the canon of taxation — 
realizable equality. 

Today the redemption periods concentrate on twenty and 
thirty-year periods. This would not be true if there existed for 
each state a competent authority, disinterested in imduly ex- 
tending the period, whose duty it was to make the duration of 
loans roughly equal to the lie of the property acquired by bor- 
rowed money. Questions of depreciation, involving as they do 
wear and tear, obsolescence, the effect of invention, changing 
methods in the solution of problems, etc., are so complicated that 
a close approximation to the life or the utility of properties can 
be made only by experts. To leave this problem for local offi- 
cials to solve is equivalent to leaving it unsolved and to furnish- 
ing the opportunity for the abuse of credit and waste of public 
money. 

England has set an example in this respect after which it 
would be well to pattern. Each general statute which confers 
borrowing power upon local authorities, specifies a maximum 
number of years for the repayment of local loans made under 
it. These periods vary from lo to 60 years, and each act covers 
a number of purposes.* The determination for the actual period 
of each loan is left to the government departments — most gen- 
erally to the local government board. This board is equipped 
with a "staff of engineers * * * amongst whose duties is 
that of holding local inquiries * * * into the circumstances 
under which it is sought to spread the expense of any work over 
a number of years by raising a loan for such work. Such an in- 
quiry is in most cases obligatory under statute, if the new loan 



* Borrowing Is made to some extent under local acts, but the 60-7ear maxlmom 
Is closely adhered to. It has been exceeded but four times. By standing Orders 
173-A (1882), the rule was laid down that no committee should in any case 
allow 60 years to be exceeded or grant any period "disproportionate to the dura- 
tion of the work to be executed, or to the object of the loan." "Report of the 
Select Committee on Repayment of Loans by Local Authorities, 1902," pp. Iv-t. 

The Public Works Loan Commissioners by section ii of the Public Works 
Loan Act of 1875 are directed to have regard to the durability of the work 
when fixing the periods for which loans may run. 
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will cause the indebtedness of the district to exceed one year's 
assessed value. At these inquiries the question of the probable 
durability and continuing utility of the work is gone into by the 
inspector, and it is his duty and that of the chief engineering in- 
spector to advise the board as to the period for which the loans 
should be sanctioned." * Estimates of the utility, etc., of works 
are made item by item, or by groups of items, and an appropriate 
term for the repayment of the loan fixed. In order to avoid the 
multiplication of separate loans for items of different duration, 
the custom is to "grant an equated period for the whole loan 
which is arrived at by considering the sums required for each 
group of items and the term assigned to that group; but equa- 
tion is not practised when the sums included in each group are 
large, and the local authorities express a preference for separate 
loans." t The following are a few of the purposes for which 
the Local Government board sanctions loans and the periods 
usually allowed for repa)anents: Baths, 20 to 30 years; boats, 
10 to 15 years; buildings, 5 to 40 years; carts and vans, 10 years; 
clocks, 10 years; culverting watercourses, 30 years; electric 
lighting, first instalment, 25 years; gas fixtures, 2 to 30 years; 
markets, 20 to 60 years ; land, 60 years ; library books, 5 years ; 
machinery, 10 to 20 years ; street improvements, 10 to 30 years ; 
water supply, 5 to 30 years, etc. i 



* "Report of the Select Committee on Repayment of Local Loans by Local 
Authorities/' 1902, p. iy. The committee thinks it "impossible to suggest any 
more thorough method of arriving at the necessary calculations in the first 
place than the local inspections and inquiries now held by the local government 
board • • • ." ihid, p. xll. 

t Op. cit. p. iv. The following is an example of an equated period for a 
■ loan for gas works purposes according to the method followed by the local gov- 
ernment board, ibid. Append., I. p. 261. 
Description of work Eatimated cost 

Buildings £2,500 times 

Mains 1,245 

Oasometer 1,500 

Condensers 630 

Purifiers 1,000 

Benches 1,200 " 

Meters 530 

Retorts 600 



Usual 


t€rm 




30 years 


equals 


£ 75,000 


30 






87,850 


30 






45.000 


30 






15,900 


20 






20.000 


15 






18,000 


10 






5,300 


2 






1,200 



Total £9,105 £217,750 

Note — 217,750 divided by £9,105 equals 23.9. The period accordingly allowed 
is 24 years. 

t Op. cit. Appendix I, pp. 259-61. The following is a rough estimate of the 

proportion which various periods hold in the loans of the leading English local 
authorities : 

Duration Proportion Duration Proportion 

5 years 0.1 per cent 30 years 12.0 per cent 



10 
15 
20 
25 



0.2 
0.6 
2.1 
9.0 



The Accountant, London, Vol. 37, p. 162. 



35 
40 
45 
50 
60 



1.0 
22.8 

4.1 
44.0 

4.0 
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Thus in England a conscious attempt is made to adjust the 
period to the life and the utility of properties acquired thus to 
equalize tax burdens between the present and the future tax- 
payer. There are no valid reasons why the same could not be 
done with us, and there is every reason why it should be done. 
Borrowing then becomes an alternative to taxation and not a de- 
vice to escape taxing. 

Our general conclusions respecting the time of debt payment 
may be summarized as follows: 

(i) Debts should be paid within such periods as experience 
and prudence dictate, with the aim in view to deal fairly with 
the present and the future. 

(2) When properties acquired are of a kind which depreciate 
and will need to be renewed 'at frequent intervals the loans 
should be paid within their life or utility. 

(3) Where properties are of a more permanent character the 
periods which they are allowed to run should be proportionately 
longer, approaching a pereptual debt for such things as land 
for parks, etc. 

(4) A reasonable scale could with little difficulty be decided 
upon by an expert board, and if enforced would go far toward 
putting municipal debt payment on a scientific basis. 

(5) All things considered, serial payment is preferable to 
sinking fund payment for public debt. 

Another question arises in connection with the payment of 
public debt which is not covered by constitutional provision, and 
one that most individual localities do not solve. It is the de- 
termination of the relation of sinking funds for productive and 
for unproductive properties, and of sinking funds to deprecia- 
tion funds. Sinking funds are to pay off debt, but debt for 
unproductive and for productive property raises different ques- 
tions and calls for different treatment. Sinking funds, to be 
built up from the general tax levy, are required for most loans 
irrespective of the uses to which the proceeds are put. There 
is nothing in our state constitutions or our laws generally which 
provides for separate treatment of productive or unproductive 
loans in this regard. Should sinking funds for productive prop- 
erties be collected from the taxpayers per set Such. procedure 
is manifestly unjust unless they and consumers are identical in 
personnel. This is seldom the case. If debt for certain prop- 
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erties is not to be counted as debt, in the constitutional sense, 
because the properties are revenue bearing, not only should the 
bonds sold to procure such properties be secured by their earn- 
ing power or the properties themselves, and not by the tax rate, 
but the prices of the commidities or services furnished to the 
consumer should not only cover the cost of maintenance but 
sinking fund charges as well. This fund, although built up for 
the most part from the earnings of the properties, might be 
supplemented by the difference between the rate of interest at 
which the city is able to borrow for this purpose and the rate 
of interest that would have to be allowed on the bonded debt of 
a private company. 

Ordinarily the accumulation of sinking funds begins at the 
time moneys are borrowed, but in the case of productive proper- 
ties it could be well deferred until these become producing 
agents. This would be true, however, only on the supposition 
that the fund comes out of the revenues of the properties. 
Moreover, the complicated questions of depreciation funds and 
their relations to sinking funds in the cases of productive prop- 
erties call for some attention. Should both charges be required ? 
Private corporations, with which publicly-owned utilities have 
to compete, do not ordinarily carry sinking funds as such for the 
retirement of their bonds, but at their maturity they either fund 
them, or pay them with the proceeds of new issues. But this 
practice is not allowable as respects public debts, and justly so. 
Is it just to the present generation to hand over to the future 
fully-equipped operating utilities absolutely free from debt? 
These problems, important to the taxpayer, and involved in the 
subject of payment of public debt, are not solved by the present 
constitutional provisions nor are they being solved by the bulk 
of municipalities undertaking productive enterprises. No solu- 
tion can be found for them, it is maintained, outside of an es- 
pecially drawn statute administered by a board or boards with 
powers sufficiently broad to cover not only the authorization of 
borrowing, the determination of the kind of credit instruments 
used, and the periods which they are to run, but also the power 
to evaluate public properties, to accept or reject the plans of 
proposed undertakings, and to guarantee the legality of bonds 
or other instruments issued. 

Powers similar to these conferred upon administrative bodies 
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are not uncommon. Outside of the United States regulations 
similar to these are the rule. In England the local govern- 
ment board not only authorizes municipalities to borrow under 
general statutes but in a general way works out the details of 
proposed undertakings by a competent corps of engineers and 
fixes the periods which the bonds sold to procure the funds arc 
to run. In much the same way these functions are performed 
by administrative authorities in France. In Ontario, Canada, 
the Ontario Railway and Municipal Board* is authorized to 
supervise local municipal accounts and to study the rates charged 
for municipal services in order to determine whether the utilities 
are operated in such a way as to pay the debt, together with 
the cost of maintenance and operation, or whether the rates are 
too high or too low. f The board is also empowered to guaran- 
tee the bonds issued by municipalities, so that their validity 
is not open to question in any court on any grounds whatsoever. % 
To confer similar powers upon administrative boards in the 
United States would be a distinct step in the right direction. In 
some of the states the nucleus for such control exists. In other 
states the machinery exists in all but perfected form. In Wis- 
consin, for instance, the tax commission and the railroad com- 
mission act in cooperation in evaluating public utilities. The 
tax commission uses the value for tax purposes while the rail- 
road commission considers the value in fixing reasonable rates. 
The tax commission supervises municipal accounts and has the 
power to install accounts, while the railroad commission 
requires public utility corporations, both municipal and 
private, to keep their accounts on forms provided by it and to 
report regularly to that body. In that state, therefore, the 
foundation for an almost perfect control and direction of mimi- 
cipal finance has been laid. What is necessary further is 
the removal of the constitutional limitations on municipal debt, 
the passage of a general statute covering cities when fully classi- 
fied, and the conferring on the tax commission and the railroad 
commission, acting together, such other powers added to those 
which they now have, acting separately, essential to a complete 
regulation of municipal debt. Such control should cover the total 
amount of debt obligations allowed, both temporary and funded, 

• Organleed in 1906. 6 Bd. VII. Chap. 31. 

t 7 Bd. VII. Chap. 88. amending 6 Bd. VII. Chap. 31, sec. 57. 

t 8 Bd. VII. Chap. 51. 
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the amount for each property or use, control of accounts both 
as to form and publication, marketing securities, and their certifi- 
eation as to legality, etc. 

With the establishment of a system of control such as is here 
referred to for one state, and the inauguration of a scientific 
and economic use of public money, many of the problems of 
municipal dishonesty, with their source in incompetency and 
graft, as well as those other problems associated with the preva- 
lent tendency to borrow too much and to postpone payment too 
long, would gradually be solved. Cities will continue to grow, 
and the demands upon the public treasury will increase. If 
these are to become business units then business principles 
must be adopted and administrative devices multiplied and per- 
fected. Until these problems are solved public moneys will be 
wasted through debt contracted and unscientifically handled, and 
borrowing power will be abused and the taxpayers pay the cost. 
Until some such change is made the fixed percentage of debt to 
assessed value will serve to handicap some municipalities, while 
leaving to others too extended borrowing powers, debt will be 
used where taxation alone is legitimate, sinking funds if provided 
will be used to pay current expenses, money will be wasted by 
borrowing when market conditions do not justify loans being 
made and by undertaking enterprises which are uneconomic 
both as to the types tmdertaken and the services rendered. 
The data and experience which a board or commission of the 
type indicated would accumulate would in a short time be of in- 
estimable value, not only in directing municipalities as between 
private and public ownership and operation, but it would also 
serve as scientific information upon which to build standards of 
efficiency in public endeavor. 

In marketing municipal bonds local authorities, through their 
representatives, enter the money market and bid with private 
corporations and others for command of the available capital. * 
Practically no municipal bonds find their way to the stock ex- 



* The Commercial and Financial Chronicle, Vols. 88, 90, pp. 113, 121 respec- 

tirely reports the following municipal bonds sold from 1892-1909 inclusive; 
thousands omitted : 

1892 $ 83,823 1898 $103,084 1904 $250,754 

1893 77,421 1899 118,113 1906 183.080 

1894 117,176 1900 145,733 1906 201,743 

1895 114.021 1901 149,498 1907 227,643 

1896 106,496 1902 152,846 1908 313,797 

M97 137,984 1908 152.281 1909 332.476 
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changes,* but are sold direct to banks,t trust companies and 
saving institutions only to be resold to the public to serve as in- 
vestments for their savings, or to be used in National banks as 
security against government deposits. No difficulties are ex- 
perienced in selling municipal bonds providing there is a market 
for securities at all, because the form of the bond is desirable 
and the security is almost perfect. William A. Prendergast ,when 
comptroller of the city of New York, speaking of the bonds 
of that city said, "There is no better security in the world. Noth- 
ing less than a cataclysm so general in its effect as to be nation- 
wide can seriously affect it." i What is true of New York city 
is in large measure true of the great bulk of growing cities in the 
United States. It is especially true of the large cities whose bonds 
are constantly before the people and whose continued growth is 
assured, whose properties are valuable, and whose machinery of 
taxation is well developed. 

If bonds are issued according to law, if they are within the 
debt limit, and all legal requirements have been properly com- 
plied with, the security is nearly perfect, for the holder can 
compel payment by resort to the courts. Taxes are a lien prior 
to all other claims and their levy is mandatory. But the fact 
that bonds are within the legal limit of debt, and issued ac- 
cording to law, although certified to by appropriate officials at 
the time bids are made, must be verified by the buyer, and their 
validity is often not easy of proof. "Municipalities are not held 
to a strict accounting of debts and obligations incurred, unless 
the same are legally incurred, and it has too frequently happened 
that municipalities have sought (and in cases succeeded) to 
avoid their just obligations upon purely technical grounds." § 
"Opinions on the subject vary, but anywhere from 20 to 50 per 
cent, of the aggregate municipal bonds are defective in the pro- 
cedure of their issue. That is to say, flaws are detected by 



* Of the gross amount of negotiable securities of $25,314,429,058 admitted 
to tbe New York Stock exchange as of June 6, 1910, state bonds constituted but 

585.403,943; New York City bonds $422,614,600, and other city securities $19,- 
55.000. 

t Of tbe $60,000,000 of 4^% bonds sold at 100.94 by New York city in the 
spring of 1911, and which were oversubscribed five times, $48,000,000, or 80% 
went to investment banking houses ; $11,500,000 or 19.25% to insurance companies, 
and only $500,000, or 0.75% went to private investors. "The Recent New York 
City Bond Sale" ; Escher. Franklin, in Harper*» Weekly, Feb. 11, 1911, p. 22. 

X Collier'8 Weekly, May 6. 1911, p. 34. 

9 Squire, A. "Essential Recitals in Various Kinds of Bonds," Annals of the 
American Academy, etc., Vol. SO, p. 264. 
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attorneys in their examination." * Of course municipalities may 
be made the basis of civil procedure in the case of bad faith, 
and this helps to compensate for the disadvantages which 
creditors experience through changing administrations, new 
policies, etc., and the fact that they must scrutinize the legality 
of the issues. The present debt limits, which at best provide 
against bankruptcy, and the presence of the taxing power make 
an investment in municipal securities almost second to none. 
Yet they are not what they might be to the creditor and far 
from equally advantageous to the debtor. 

The one supreme fact in which the creditor is interested is 
the right to enforce the use of the taxing power. Indeed, it 
may be said, one of the main purposes of the debt limit is to 
insure the existence of such a proportion between the amount 
of indebtedness and taxable wealth, that the debts con- 
tracted will in all cases be paid. This is another safeguard ex- 
tended to the bondholder. True it prohibits in most instances 
a too flagrant use of the borrowing power, but at the same 
time it woefully lacks all marks of an intelligent administrative 
policy. Not content with making the bonds in all cases a lien 
on taxable property an added precaution is taken to prohibit this 
mortgage from tempting the taxpayers to repudiation. But 
what of the protection to the taxpayers? Whether the asset 
acquired from the use of borrowed funds is properly used, 
whether it is wasted or ruthlessly destroyed, the creditor cares 
jittle. His security is certain so long as taxable private wealth 
endures. Even in these comparatively few cases where bonds 
are seemingly based upon the earning power of municipal 
utilities — since they are counted outside the constitutional debt 
limit, if they pay the interest on the bonded debt, and contribute 
to the sinking fund a sufficient amount to pay the bonds at ma- 
turity — the creditor is safeguarded by the pledge of the faith 
of the issuing corporation in case the properties do not make 
such contributions. In any case, the existence of taxable value 
upon which the city may be legally compelled to levy taxes is the 
source of the security and not the fund accumulated for its 
payment. 

Negotiability is always an important factor in the value of 



* Lownhaupt, Frederick, "Municipal Bonds ; Pacts Regarding their Issue 
and their Securitr." Booklet No. 4, Moody's Mag., 1911. 



285 

/Google 



Digitized by^ 



The Journal of Accountancy 

any credit instrument. * The security of two issues may be 
identical, and yet the bonds of well-known places or places near 
financial markets have a greater negotiability and hence greater 
value than those from places not so well known or so advantag- 
eously located. The market for municipals is narrow, and the 
adoption of any measure which will widen it cannot but react 
upon the demand and through it upon their value. There is 
mo necessary reason why the bonds of a small village whose 
population is enterprising, whose affairs are well managed and 
whose growth is certain, ought not to command as low an in- 
terest rate as those of large cities, providing they are issued with 
as great a discrimination as respects purpose, form and amount 
and possess equal negotiability. Yet such is strikingly not the 
case. A distinct step toward giving municipals these characteris- 
tics would follow the certification of their necessity and their 
legal validity by some recognized competent centralized authority. 
The fact that such securities existed would be advertised broad- 
cast by financial houses and would react both to the advantage 
of the creditor in a wider market and to the debtor in a reduced 
interest rate. 

Such has been the experience in those countries where cer- 
tification has been put on an efficient basis. The Ontario Rail- 
way and Municipal board say of their experience in this matter: 
"A great many applications were made to the board, although 
there were no irregularities in by-laws or the debentures, in 
order to secure the certificate of the board, and thus enable 
the municipalities to obtain the highest market price for their 
securities, and to facilitate their sale, and make their transfer 
more convenient and inexpensive. Not only have the mimici- 
palities received a better price for their securities, but a great 
saving of expense has been effected by the act. It is estimated 
tfiat the enhanced price and the saving of expense to the muni- 
cipalities will amount to thousands of dollars each year."* 
But the power to certify the legality alone is not sufficient. Its 
necessary complement is the power to certify the economic neces- 
sity of debt contraction, as well as to prescribe the amount and 
form of debt which is allowed. In these respects the judicial 
review provided for and the powers given to the supreme court 



* Tide, "The Better Protectton of Municipal Securities," Bankera Law Journal, 
1907, Vol. 24, p. 786. This is the report of the Committee on Municipal Securities 
t* the executlTe council of the American Bankers association. 

*' "Ontario Railway and Municipal Board, Third Annual Report," 1908, p. 12. 
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in. the state of Georgia to validate municipal bonds, as well as 
the law of Colorado which requires that refunding bonds be 
registered by the state auditor, are defective.* The same may 
be said of the Texas law, which gives to the attorney general 
the power to validate mtmicipal bonds, as well as of those parts 
of the constitutions of North Dakota t and Oklahoma,! which 
provide for bond validation. 

What is to be counted as debt within the constitutional limit 
should not be a subject upon which the court's judgment must 
constantly be sought. The issues at base are economic and not 
legal, and while it might be possible for courts to formulate defi- 
nite legal principles which would settle most of the difficulties 
arising under the present hodge-podge of legislation, they have 
not so far done so.§ The provisions governing debt contraction 
should be so definite and unmistakable as to prevent undue ex- 
pansion by resort to the courts. Borrowing for legitimate pur- 
poses and in legitimate amount as demonstrated by sound policy 
and needs ought not to be prevented by rigid constitutional pro- 
vision, nor debt contracted in good faith and after due con- 
sideration be invalidated because of some minor errors that may 
have crept into either through neglect or oversight during the 
process of issue. As it is today, such errors are sufficient to in- 
validate the evidences of debt in the hands of innocent holders,[| 
and to involve the taxpayers in wasteful and unwarranted ex- 
penditure. Too often, no doubt, municipal officials have taken 
advantage of this fact and either through acts of commission or 
omission, have been able to sell worthless securities. This fact, 
together with the enormous amount of borrowing by co-terminous 
and conflicting jurisdiction for a multitude of purposes has made 
it necessary for bond houses in effect to validate every issue 
which they purchase. This is expensive and the costs are paid by 



* Vide. "Report of the Committee on Municipal Securities to the Executive 
Oouncll of the American Bankers' association." Bankers Law Joumai, Vol. 24, 
p. 788. 

t Constitution, 1889, sec. 187. 

X ConsUtution, 1907, Art. x, sec. 29. 

9 "There is no established rule of construction which the courts have adopted 
In deflnins the words [What Is debt in the consUtutional sense]. The desire on 
their part to limit the legal indebtedness of municipalities, or to compel the 
payment of a moral obligation rather than any fixed rule of construction, has at 
times influenced their decisions." Abbott, Howard S. "A Treatise on the law 
of Municipal Corporations"; St. Paul, 1906, Vol. 1, pp. 334-6. 

J "It is agreed that where there is no authority for an issue of municipal 
s, that the holder, however full of faith, is not protected and the bonds 
are void in all hands." Hill. John P. "The Advisability of Registering Negotiable 
Coupon Bonds." The Green Bag, Vol. 16. p. 14 (1904) ; Cf. Slmonten, T. C. 
"A Treatise of the Law of Municipal Bonds" (1896) Sec. 124. 
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the debtor public. A question essentially economic in all its 
phases should be solved by resort to economic principles; as it 
is today, it is primarily a question to be worked over and dis- 
sected by the courts. 

Municipalities must borrow money. The securities which 
they issue are possessed of those qualities well suited for invest- 
ment purposes. Some method should be adopted which will 
check not only the extravagant use of municipal credit and make 
it impossible for city officials, either through innocent or wilful 
misconduct, to flood the market with questionable securities, 
but which would also determine the procedure of issue and 
legality of security. A possible controlling agent was suggested 
above, and in a broad way the powers indicated which are 
necessary for scientific control. The problem is the adjustment 
of local debt to the accepted and developed lines of private 
finance, an adjustment in which the interests of both creditor 
and debtor are fully conserved and guaranteed. By such a 
reform, expansive law suits over the legality and validity of 
contested bonds, far-fetched judicial decisions, cotmting this 
and that without or within the debt limit in order to make room 
for some needed improvement, or to curtail an undue disposi- 
tion to borrow, would in large measure be displaced by imi- 
formity, precision and certainty. 

The problems sought to be emphasized, therefore, are prob- 
lems of control. Control cannot come through blanket pro- 
visions which affect the amount of debt only and ignore the 
technique of issue. Borrowing is a legitimate method to pro- 
vide for large capital expenditure; it is nothing more than a 
simple financial device, commonly employed in our whole in- 
dustrial system. Adequate and enlightened control must be ad- 
dressed to the technique of debt creation where the problems of 
equalizing tax burdens between the present and the future show 
themselves through the time and method of debt payment, as 
well as to the technique of borrowing where the relations of 
debtor and creditor are revealed in the determination of an in- 
terest rate. 

Public debt is necessary to our local economy. Accurate ac- 
counts, publicity and control, so vital as respect current revenue 
and expenditure, become doubly necessary when debts arc in- 
curred for vast undertakings and sinking funds are accumulated 
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for their payment. Public expenditures are increasing pari 
passu with the function of public powers. Larger and larger 
amounts of income are being diverted from private into public 
channels, and borrowing is more and more indulged in. Just 
as there can be no fixed percentage of public to private income, 
so there can be no fixed relation between borrowed funds and 
the total contribution which a people are willing to make. The 
necessary proportion must vary from time to time and from dis- 
trict to district. Neither can debt be made a certain percentage 
of the assessed value of property. The criterion for a proper 
measure of the relation of public to private income is service 
rendered, whether public income shows itself in taxes paid 
currently or in indebtedness contracted. Service is the guid- 
ing principle, and the measures undertaken to insure this in 
the form of checks upon the wastefulness of public money, 
whether by unreliable, incompetent or crooked officials or by 
meaningless accounts, etc., are likewise applicable to the con- 
trol of public borrowing. 

Our point of view may be summarized in the contention that 
public borrowing is neither a blessing nor an evil, but a legitimate 
financial device useful to some political units, indispensible to 
others, and harmful to still others, which requires for its proper 
control administrative talent of the highest type. Not only is the 
present constitutional control theoretically wrong, but as it 
operates it is open to the most serious objections. As a scheme 
of regulation it absolutely fails of its purpose. It was designed 
to prevent abuse of public credit, and it was thought this end 
could be realized by limiting the amount to be borrowed. In 
some cases, not only have the abuses but also the uses of credit 
been prevented ; while in others its use has been flagrantly abused 
in spite of the limitations. These were developed originally of 
a philosophy which stamped public debt as a public evil, and 
this philosophy still retains its hold upon us. 

The problems in public debt are, however, broader than cur- 
tailment of use; they involve regulated use and call for im- 
mediate attention. 
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Value of Use of Color in Making and Verifying 
Accounting Records 

By Ernest H. Cooper 

There was a time not far remote when most business enter- 
prises were largely run by guess work. One result of this prac- 
tice was that in many cases large amounts of capital were wasted 
on unprofitable undertakings before it was discovered that the 
object of business — namely profit — ^was not being attained. In 
other cases many profitable undertakings were losing money on 
certain classes of activities while making large profits on other 
classes of transactions, and thereby reaping a profit. No mariner 
would put to sea without a compass, and modem business men 
now realize that they cannot run a business successfully without 
the compass of fact to be had from complete books of account. 
Without guiding information to be had from such books of ac- 
count it is not surprising that over 90% of all business undertak- 
ings in the past have failed. 

Many causes in recent years have created a larger demand for 
facts required in safely piloting business undertakings over the 
rough seas of commercial endeavor into harbors of financial 
success. One of these causes is efficiency, which, in its last 
analysis means effectiveness. This word efficiency has been 
almost overworked by modem business men, if indeed it is 
possible to do this. 

The demand for effectiveness calls for facts of business 
operation which reflect its efficiency or a lack of it. The tremend- 
ous growth in the size and the diversity of interests of present 
day business undertakings has brought about a larger demand 
for information by which to guide business than "has ever been 
known in the history of commerce. This increased demand for 
information of all the activities of business has made necessary 
more elaborate records and classifications of records than was 
previously required. In the accountant's constmctive work it 
is his constant endeavor to design records which will give the 
most complete information desired for the management of busi- 
ness with the least expenditure of time and effort. The account- 
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ant must not fail to take advantage of every known principle or 
device to bring about desired results. 

It is the purpose of this paper to emphasize the use of color 
in the construction and verification of accounting records. Per- 
haps the most common, and oldest, use of color in accounting 
records is the use of colored inks — red and black or blue — to 
show differing classes of entries in books of account. It may be 
stated that it is the tendency among American accountants today 
to use less red ink than was the custom. The evolution of the 
adding machine shows the value of color in making classifica- 
tions or distinctions. The old style machine had either white or 
black keys across the keyboard. A late model of one of the 
leading machines has in white the first two rows of keys on the 
right, for cents. The next ihree rows are for units, tens and 
hundreds are black. The three columns to the left of himdreds 
are whife, and the last two cob mns to the left are for numbers 
not to be added, and also the error keys, are red. It is more 
difficult to make a mistake on this machine than it would be if 
all the keys were of the same color. 

A certain department store uses this form of sales-check 
for cash and charge sales, also for returned sales. No system 
of distinguishing these entries as "cash," and "returned sales" 
would be as infallible and economical as the having these checks 
of different colors. In the particular case referred to the cash- 
sales checks are white, the charge-sales checks are pink, and the 
credit sales checks, made out for returned sales, green. The 
original sales-checks are posted direct to ;.ustomers' accounts. 
The most careless bookkeeper would seldom, if ever, po.st a lii t- 
ticket to the credit of a customer's account for a grc^^n . : : jo 
the debit side, after he had become familiar with the meannig 
of the colors used. 

In one of the government offices at Washington, where re- 
turns are received semi-annually from departments, of the army, 
the status of each return is shown at a glance by the color of 
the paster on the front lower edge of the manila envelope in 
which the return is filed. If the return has not been examined, no 
paster appears upon the lower edge of the envelope. If, after 
examination, it is "suspended" pending a reply as to errors found 
therein, a green tag is pasted over the front lower edge of the 
envelope. When the return is settled, a blue paster is placed 
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over the green one and becomes a permanent indication showing 
that the return has been examined and settled. In this case 
other pasters are put around the top front edge to indicate the 
classification of the return. White pasters around the top front 
edge indicate infantry returns, yellow cavalry returns, and blue 
indicates post returns. 

It is a frequent occurrence in business concerns making 
shipments over different railroads or boat lines that their truck- 
men make mistakes in the delivery to freight houses. A method 
of diminishing such errors to a minimum has been devised 
and tried with success. Each railroad over which the business 
house is accustomed to ship is assigned a distinctive color. Each 
color is associated in as many ways as possible with all freight 
routed over that railroad. The routing labels, dray tickets, and 
if desired even the shipping and packing orders, are of that 
color. With this system it is difficult for the most unlettered 
teamster to go wrong. 

It is the present-day tendency among some large business or- 
ganizations to make their systems stand as much as possible so 
that expensive help may be done away with, and also that changes 
in the personnel of employees may not interrupt or embarrass 
the routine work of the business. The more difficult it may be 
for those who operate a system to make mistakes the better the 
system. A new saleswoman will be accurate in making entries 
on pink forms for charge-sales and on green ones for retumed- 
sales, whereas if she were required to write on the check "charge" 
or "credit," as the case may be, she would be more liable to 
make mistakes which would cause the ledger clerk or book- 
keeper to go wrong in making postings. 

The auditor's colored pencils and inks of various colors arc 
valuable to him. When figures have to be checked a second time, 
as is frequently the case, (for many times the figures have been 
checked once in an endeavor to locate discrepancies before the 
public accountant is called in), it affords a clearer and more 
effective check to use a different colored pencil or ink the second 
time than to only make a different check mark. If cash entries 
are checked into the ledger with blue pencil or blue ink, and 
other credits are checked with red, it is easy to pick out journal 
and other credits for further scrutiny. Some auditors use a 
special colored ink or pencil for all items which they wish to 
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further investigate. This facilitates quick reference to these 
items when going over working notes. 

A certain department store was frequently in the position of 
trying to collect from a stranger for a C. O. D. package after the 
driver had left it by mistake, believing that it was a charge or 
cash-paid package. The use of an address label of a distinctive 
color for all C. O. D. packages solved this problem, for the driver 
could not see the name on the package without knowing from 
the color of the label that it was a C. O. D. package. It fre- 
quently happens that goods sold at a discount are returned for 
credit at full price. If a distinctive color is used for sales-checks 
of goods sold at a discount the chances of their being returned 
for credit at full price is reduced to a minimum. 

Movable metal tabs of different colors, sometimes called 
"tickler tabs," are valuable to use in connection with card indexes 
and card ledgers. For example, in a card ledger with cards hav- 
ing numbers i to 31 printed across the top, a blue tab on number 
20 may indicate that the account is due on that day. A red tab 
may indicate that the account is past due, that a draft has been 
drawn against it, and that if the draft is dishonored further 
steps are to be taken on that day ; while a red tab may indicate 
that the account is long overdue and has been placed in the hands 
of attorneys for collection. A glance at these tabs on a card 
ledger will give the credit man or proprietor more information 
about the condition of accounts receivable than could be secured 
in hours by turning the pages of the ledger. 

In a retail business house of large size the credit man used to 
prepare a daily statement of new accounts for the information 
of the bookkeepers. The credit man now uses a red pencil in 
O. K.'ing first charges on new accounts, using a blue pencil for 
other charges. By this use of colored pencils the time formerly 
required to prepare the daily list of new accounts is saved. 

Specific applications of the use of color in accounting records 
and labor-saving devices are too numerous to mention. A selected 
variety has been presented here with the hope that from the uses 
mentioned the reader will get a view of the unlimited ways in 
which the accountant may make color serve his ends more effec- 
tively than any other agencies. 
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Cash Discounts* 

By Alexander J. Conen 

The chief function of trading account is to show the rela- 
tion of the "cost of goods sold," t. e., the "turnover," to the 
amount of sales, the difference between the two representing 
gross profit or loss (as the case may be) from trading transac- 
tions appertaining to the legitimate conduct of the business. To 
institute a fair comparison the objects compared should be 
viewed under analogous conditions, and to consider costs on a 
cash basis in relation to sales on a time basis (or vice versa) is 
likely to show misleading results. Similar complications arise 
when some items entering into the cost are bought for cash and 
others are on time. For example: In the business with which 
I am connected some of our raw materials are always bought 
"net, sight draft against bill of lading" (a trade custom), while 
others are bought on various terms, such as "net 30 days, or 
1% ten days"; "net 60 days, or 1% ten days"; "net 60 days, or 
2% ten days," etc. Under such conditions an accurate cost 
accounting cannot be reached except by reducing all items to a 
uniform basis, and to this end a cash basis commends itself as 
being best adapted and the easiest of attainment. An ideal 
"trading account" would be one in which both cost and sales 
values are reduced to a cash basis, and it is my purpose to show 
in this paper how this is comparatively easy of accomplishment. 

As to cash discounts on purchases, where a concern makes 
a practice of discounting all purchases the matter resolves itself 
to a question of deducting the cash discount from the face of 
the bill before debiting same to its respective purchase account, 
or if a "cash discount" column is maintained in the cash dis- 
bursement book the total of said column should be credited to 
the purchase accounts at the end of the month. Where some 
purchases are discounted and others are not, or where none of 
the purchases are discounted a somewhat different arrangement 
will be necessary. In such cases, where an invoice is dis- 
countable the full face of the invoice should be credited to the 



* Paper read before the Kentucky Society of Public AccountanU. 
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creditor's account, but the purchase account should be debited 
only with the net amount of the invoice after deducting the al- 
lowable discount for cash, the remainder being debited to 
untaken cash discotmt on purchases. 

I might mention that I am not satisfied with the word "un- 
taken" in the title of this account, but for the moment I can think 
of no better term — ^possibly a more suitable adjective might be 
suggested by others. A cash discount column should be main- 
tained on the cash disbursement book and the total of this column 
at the end of each month credited to "untaken cash discount on 
purchases." At the close of a fiscal period an inventory should 
be taken of the discounts available upon outstanding "accounts 
payable" in the purchase ledger. After crediting this inventory 
to "untaken cash discount on purchases" the debit balance of this 
account will show the amount the concern has lost during the 
fiscal period through its failure to take advantage of cash dis- 
counts upon purchases. As this account represents in reality 
the interest the concern has paid to merchandise creditors it 
should be classed as a "capital cost with interest." 

Where goods are bought with extra dating, for example a 
shipment of April i on terms of "July i, io% ten days, or yfo 
four months," the cash discount should include not only the 
"io% ten days" but also the interest for the three months from 
April I to July lo at such rate as the creditor allows for antici- 
pated time. By this method of handling "cash discounts on 
purchases" the respective purchase accounts will show the actual 
cash cost of merchandise or materials, and where in the same 
line of business one concern discounts and the other does not, 
each has the same basis for figuring costs, etc. 

Where a concern allows a uniform cash discount on its 
sales, such as 2% cash, it will only be ncessary at the end of each 
month to charge the respective sales accounts with the regular 
rate of discount and credit — "untaken cash discotmt on sales" 
with the total of such discount upon the month's sales. Against 
this account will be charged the discounts actually taken by the 
customers. At the close of a fiscal period an inventory should 
be taken of the discounts to which the accounts receivable on 
the sales ledger are entitled, and by charging this inventory to 
"untaken cash discount on sales" the credit balance will indicate 
the amount the concern has made through the failure of its 
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customers to avail themselves of the cash discount. This, like 
"imtaken cash discount on purchases" should be classed as 
"capital income," like "interest earned," because it represents 
the amount the customers have paid for the use of the concern's 
funds. 

In case it should be deemed desirable to have the respective 
sales accotmts show the total gross sales the monthly total of 
cash discoimts, instead of being charged directly to the respective 
sales accounts they could be charged to "discount on sales," with 
a corresponding credit "untaken cash discount on sales," in 
which event the discounts actually deducted by customers, or 
others, would be charged to the latter account, while the ac- 
cotlnt "discount on sales" would be charged at closing into 
"trading account," thereby having the same eflFect as deducting 
the discount from the sales accounts as first outlined above. 

Where different cash discounts or terms are allowed it would 
be necessary to calculate the cash discount upon each invoice, 
allowing for unexpired dating, and while charging the customer 
the full face of the invoice, credit the respective sales ac- 
counts with only the net, crediting the amount of discount (in 
a column on the sales journal or otherwise) to "untaken cash 
discount on sales." 

While this may appear a somewhat radical suggestion I 
believe its adoption would be of benefit to those desirous of get- 
ting accounting down to a fine point, and that it is especially 
desirable in lines of business where large discotmts and long dat- 
ing are given. 

I wish to invite particular attention to the difference between 
the accounts "cash discount on sales or purchases" and "tmtaken 
cash discounts on sales or purchases." The former represents 
the total cash discounts available, whether taken or not, and 
the "trading account" accounts. The latter represent dis- 
cotmts that might have been taken, but which were not taken, 
and are capital income and cost accounts. 
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EDITORIAL 
Hands Across the Atlantic 

It is always pleasing to be praised by a contemporary, and 
especially by one who claims for his people the initiative in any 
profession or material endeavor. So, therefore, when one reads 
laudatory observations, as in The Incorporated Accountants' 
Journal, of London, on the big results accomplished by the Ameri- 
can Association of Public Accountants, based on the Year Book 
showing for 1913, it seems doubly gratifying. The publication 
named, dealing with accountancy as a learned profession, says 
that it is "well sometimes to extend one's outlook beyond the 
British isles," and that while the home society "possesses in- 
fluential committees in the great dominions, * * * the out- 
look can be extended further, to other countries not owing 
allegiance to the British flag, * ♦ * the principal of these, 
from the point of view of its importance in the world of com- 
merce, being the United States." 

The British accountancy publication referred to generously 
and in broad spirit devotes three columns of its space to a com- 
prehensive article on the development of the American Associa- 
tion as shown by its Year Book, quoting liberally from expres- 
sions of association members and oflicials as to the fundamental 
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value of economics as the basis of education in accountancj 
compared with years of practical training and theoretical prepa- 
ration to make applicants qualified for acceptancy in the pro- 
fession. 

The article in question finds it particularly "interesting" to 
compare most favorably to the former, the work of a "com- 
mittee of professional accountants in a younger country" (refer- 
ring to the part taken by the American Association through its 
legislative committee with reference to the income tax bill) 
with that of a committee "generally representative of the pro- 
fession in the United Kingdom, such as the income tax com- 
mittee of the Association of Chambers of Commerce." 

Our British contemporary graciously remarks that "we have 
every reason to congratulate our professional brethren in the 
United States upon their achievements on behalf of the profes- 
sion, and we shall watch the continued development of the 
certified public accountants on the other side of the Atlantic 
with pleasure and goodwill." 

The Journal appreciates the sentiment, and clasps the hand 
of its British contemporary with a reciprocal feeling of regard 
for its advanced professional principles. 



A Sample of Government 

Not all high government offices are sinecures. There used 
to be a belief that, once installed, the greatest burden of those con- 
trolling departmental work was the annexing the honorarium 
that attached to the office, leaving such labor as was essential to 
the performance of routine requirements in the hands of the 
vast clerical force of each one of the four branches of govern- 
ment. Not quite so in these progressive and exacting times. For 
instance, the department of the interior has been looked upon 
as a branch that has always had something or other to do with 
Indians, public lands, mining claims, and so on. It has a few 
other matters to adjust. 

It may be the opinion of many that only private corpora- 
tions, for profit, are competent to control intricate business 
affairs — the great big affairs of the country — ^but this seems 
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to be brushed aside by the following epitome of a few of the 
matters that the interior department has under its charge, and 
to indicate, in sample at least, a summary of its activities and 
the exactions upon its director. 

The secretary of the interior is the authority for this sum- 
mary. He has been looking over his job and says that the 
interior department, among other affairs, cares for the Eskimo 
in Alaska and for the insane in the District of Columbia, as 
well as for 324,000 Indians all over the continent, having prop- 
erty in trust valued at more than $1,000,000,000; it looks after 
4he country's beauty spots (national parks) ; it distributes $165,- 
000,000 a year to pensioners ; it issues an average of 3,000 patents 
a month to inventors; it issues patents for mineral lands, and 
takes means to prevent mine accidents; it has jurisdiction over 
the Indian and Negro schools; it controls the hot springs of 
Arkansas and the cliff dwellings of Colorado and Utah; it has 
control of the internal economy of Hawaii and Alaska; it 
measures the waters of a thousand streams, surveys the land of 
all the states, and prospects for hidden resources; it cares for 
300,000,000 acres of public land (exclusive of Alaska) out of 
which each year approximately 60,000 farms are carved ; it has 
a bureau of education; and there are divers other matters to 
which its direction is given. 

The bigness of this business is suggestive. Where is the 
private corporation that would or could secure attention to 
this multiplicity of detail and unification of policy at the price 
paid to a departmental head? 



Continental Combinations 

While "Smash the Trust" is the battle cry of the politician 
in the United States, Europe seems to be entering upon a new 
phase of consolidated industries. The power of the "combine" 
in Germany never was greater than at the present time. In 
coal, in oil, in banking, in the expansion of its foreign trade, the 
German empire is no longer empirical, but is imperial in its con- 
stitution of harmonious units of action made up of similar inter- 
ests working for the fatherland. And now Spain is falling into 
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line, and the syndicating of its industries is taking large propor- 
tions. 

G>mbination of the sugar producers has resulted so satis- 
factorily that plans are maturing for other business lines to 
follow with organization on a large scale. The penalty of too 
great competition has been seriously felt. The paper millers have 
agreed to limit production and to compensate generously fac- 
tories that have to produce relatively less than the others or that 
will close down entirely. One of the main points of the agree- 
ment is the complete stoppage of work in all the factories on 
Sunday, in itself a matter of tremendous import for economic 
and other reasons. The new organization will take the form 
of a sales bureau. It will be called the "Central Papelera." 

The flour mills are also to be S3nidicated, and the system of 
sales and credit is to be completely changed. Attention 
will then be turned to other trades awaiting advanced modem 
methods. 



Some Causes of Unemployment 

One of the largest industrial establishments in central Cali- 
fornia finds that it will cost that company from $10,000 to 
$12,000 a year to insure under the new state employes' com- 
pensation law. This added expense cuts so deeply into the 
company's profits that it has decided to go out of business under 
such conditions. 

A prominent blankbook manufacturing firm in the east, 
which has been highly prosperous and has proceeded satisfactorily 
with its employes, is winding up its business under dissolution 
proceedings because of the too frequent visits of the walking 
delegates coming to tell the proprietor what this, that and the 
other employe shall do and what shall be paid. 

Increased intensity of competition in the sugar refining field 
is regarded as inevitably driving the weaker competitor to the 
wall. Yet this is only t3rpical of a condition in which the rule 
of trade is "competition to the death," in order to prove that 
there is no combination. Under ordinary conditions the tolerant 
attitude of big business toward little business in the same field, 
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with reasonable legal supervision of the rules of competitive 
conduct, leaves room for healthy, active survival of both. But 
where there is no limit to competition extinction seems to be 
certain sooner or later. 

As laws are made nowadays, thus the philosophic observer 
reasons, they are enforced as well as formulated against the 
employer and investor, riather than with a view to encouraging 
capital to enter new or old fields. Hence the Morgans and the 
Standard Oil people lend their hundreds of millions to Greece 
and China, leaving the development of domestic industries to 
look out for themselves. 
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Edited by John B. Niven, C. P. A. 

There have been no publications of importance by the Treasury de- 
partment during the past month, and the rulings which are printed in 
this number relate to matters of minor interest only. 

T. D. 1950 informs the collectors of their powers in regard to grant- 
ing extension of the time for lodging returns, and of the penalties for 
refusal or neglect to file returns within the prescribed time. 

T. D. 1953 permits collectors to mark returns of citizens received from 
foreign countries up to March 31 as having the time extended to cover 
the period of filing such returns; and instructs them that letters, stating 
amount of income, received from the consular service and others residing 
in foreign countries, in reply to cables from the State department, are 
to be accepted as tentative returns, so far as the date of filing is con- 
cerned — ^to be substituted for the proper forms when these are ulti- 
mately received. 

T. D. 1955 again extends the waiver of the requirement that numbers 
•f bonds should be filled in on certificates to June 30, 1914. 

It may be assumed that the Treasury department has now disclosed 
its complete interpretation of the law and that future rulings will be 
devoted to administrative details only, so that it now lies with the tax- 
payer to obtain the courts' relief from those regulations which he con- 
siders out with the powers devolved on the department by the law and 
elucidation of the various points in the law and regulations which are in 
doubt. 

However, the present indications are that the first case to be laid 
for decision by the courts will be on the constitutionality and validity of 
the law itself and not upon its interpretation. 

In this connection, two cases which may ultimately prove to be of vast 
importance have been filed within the past month. These are Brushaber 
vs. Union Pacific Railroad Company, filed in the United States district 
court for the southern district of New York, and J. F. and H. E. Dodge, 
of Detroit vs. William H. Osborn, Commissioner of Internal Revenue, 
filed in the Supreme Court of the District of Columbia. 

In the Brushaber vs. Union Pacific Railroad Company equity suit 
the question of the constitutionality of the law is raised from many 
points of view. The complainant, a stockholder of the defendant com- 
pany, asks that the latter be enjoined from voluntarily making the re- 
turns and paying the taxes imposed by the law, and he gives numerous 
reasons why his request should be granted. Included among the reasons 
given are found most of the points which have been used in argument 
against the act, and, while reserving any comments and criticisms to 
which the pleadings may obviously lend themselves, perhaps a brief 
mention of the points raised will not come amiss at the present time. 
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In the first place, the complainant avers that so much of the provisions 
of the law as seeks to impose a tax upon net income received prior to 
October 3, 1913 is unconstitutional and void, for the reason that such 
receipts had, prior to the date of the act, become property and capital 
and had ceased to be income, and such provisions were thus repugnant 
to and in conflict with the third clause of the second section and the 
fourth clause of the ninth section of article i of the Constitution, be- 
cause they imposed a direct tax which had not been apportioned among 
the states according to population, and which had not been laid in propor- 
tion to a census or enumeration. 

He further contends that the taxes imposed by the act are uncon- 
stitutional and void in that there are specifically exempted from the 
imposition of the tax certain organizations, societies, associations and 
other corporations which are direct competitors of corporations and in- 
dividuals subject to the tax, and that the restricted powers of tHe 
Federal government do not permit of such exemption. 

Again, he avers that the taxes proposed to be assessed and collected 
and the provisions of the law providing for the assessment of such 
taxes are unconstitutional and void in that they are inconsistent with and 
violate the provisions of the fifth amendment to the Constitution: that 
property shall not be taken without due process of law and that private 
property shall not be taken for public use without compensation, for 
the reason that said provisions involve discrimination and classification 
of the persons and corporations and of the incomes of persons and cor- 
porations within the scope of said provisions which are arbitrary and 
unreasonable and constitute class legislature. In justification of this 
averment he points to (i) the specific exemptions of $3,000 and $4,000, 
which he says are exemptions of amounts greatly larger than amounts 
the tax upon which would equal the expense of collecting — contended by 
him to be the only constitutional measure of exemption; (2) the denial of 
any specific exemption to a corporation; (3) the fact that, where a cor- 
poration has assumed and agreed to pay the tax directed by the Act to 
be withheld, compliance with the statute requires it to pay the tax where 
the creditor, although entitled to exemption in respect that his entire 
net income amounts to less than $3,000, fails to file a claim to exemption 
with the corporation; (4) the fact that, in the case of a corporation 
indebted for more than the amount of its capital stock, the result of the 
operation of the act is to tax as income of the corporation monies re- 
ceived and disbursed not as earnings but as interest payments to its 
creditors, and which in the hands of its creditors are again taxed for the 
same year as income of the creditors; (5) the fact that while domestic 
corporations generally are restricted as above indicated in the amount 
they may deduct as interest, there is no such restriction on banks, bank- 
ing associations, loan or trust companies; (6) the fact that corpora- 
tions have to pay the normal tax on dividends received from other cor- 
porations, while individuals are not so taxed; (7) the provisions of the 
law with regard to the additional tax whereby discrimination and classifi- 
cation is made solely upon the basis of wealth and is not founded upon a 
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difference that the restricted powers of the Federal government permit 
to be the basis of classification; (8) the discrimination between and 
classification into two distinct classes— owners of taxable income part 
or the whole of which is withheld at the source, and owners of taxable 
income no part of which is withheld at the source — ^whereby the former, 
unlike the latter class, is deprived of the use and benefit of the moneys 
so withheld during the period between the date of the withholding and 
the date it is actually paid to the Treasury; (9) the refusal to allow the 
specific exemption of $3,000 or $4,000 or the deduction of the amount of 
dividends received with respect to the additional tax; (10) the dis- 
criminations which are based solely upon the circumstance whether the 
husband and wife are living together or permanently apart; (11) the fact 
that a person from whom tax has been deducted at the source may have 
again to pay the tax on the default of his fiduciary or withholding debtor ; 
(12) the benefit and advantage to one who owns his home over one who 
rents it; (13) the privileges extended to farmers, etc. 

The complainant also contends that the act is invalid in that it un- 
lawfully delegates to the secretary of the treasury to decide in certain 
cases whether accumulations of profits are unreasonable for the pur- 
poses of the business. 

In the equity suit of Dodge vs. Osbom it is narrated that the plain- 
tiffs are parties in business under the firm name of Dodge Brothers, and 
bring the suit as individuals and as partners and that the defendant holds 
the office of commissioner of internal revenue in the government of the 
United States, and he is sued in both his official and his individual 
capacity. The plaintiffs pray that Wm. H. Osbom may be made the 
defendant in their bill of complaint and required to answer thereto, and 
that relief be granted as follows : 

(i) That the income tax law may be declared defective and inopera- 
tive, for the reason that it provides for the assessments of income taxes 
without an opportunity being given the individuals and corporations to 
be assessed to show what their assessments in justice and right ought 
to be, the law being in this particular in conflict with the provisions of 
the fifth amendment of the constitution before recited; 

(2) That the act may be declared to be unconstitutional and void, for 
the reason that the discrimination in favor of corporations and against 
individuals and partnerships is not within the power conferred on congress 
to lay taxes, etc., or the power conferred by the sixteenth amendment 
to levy taxes on incomes from whatever source derived, and because the 
provisions of the act following are in conflict with the fifth amendment, 
namely: 

(a) For the levy of assessment and collection of an additional 
tax on the income of individuals exceeding $20,000 ; 

(b) That, for the purpose of the additional tax, the taxable income 
of any individual should embrace the share to which he 
would be entitled of the profits if divided, whether distributed 
or not, of all corporations, etc., formed for the purpose of 
preventing the imposition of such tax through allowing the 
profits to accumulate; and 

(c) That it permit corporations to withhold from taxation such 
portion of their profits as may be reasonably necessary for the 
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needs of the business and denies such privilege to individuals 
and i>artnerships. 

(3) That William H. Osbom may be temporarily and perpetually 
enjoined from assessing plaintiffs or any other individuals or partner- 
ships with any surtax whatever without first giving them proper notice 
of the time and place when and where they will be given an opportunity 
to be heard on the questions whether they are subject to a surtax and the 
amount thereof; and that he be likewise enjoined even after notice and 
hearing from assessing or collecting any surtax upon or against plainti£Fs 
or any other individuals or partnerships similarly situated or circum- 
stanced. 

(4) That it may be further decreed that plaintiffs and other individ- 
uals and partnerships are entitled to withhold from income taxation such 
portion of their profits as may be reasonably necessary for the purposes 
and needs of the business in which they are severally engaged in the 
same manner as corporations, joint stock companies or assoaations en- 
gaged in the very same kinds of business are permitted to do. 

The plaintiffs make numerous statements in support of the prayer of 
their suit, but these are not detailed, as sufficient information has been 
given to show the main line of their argument 

Cases laid on such broad lines as those that have been just indicated, 
should, if carried to the ultimate court of appeal, settle once and for all 
time the constitutionality and validity of the law; and the further prog- 
ress in the courts of these two cases will be a matter of considerable 
interest to the public generally. 

There seems to be some confusion in the minds of many as to the 
correct interpretation of what should be included under Item 6A in the 
corporation tax return, and to make the confusion worse there has 
recently been promulgated by a district collector of internal revenue a 
decision which is worth quoting. He says: 

A corporation may deduct on this line the total amount of interest 
paid within the year upon all its indebtedness provided the amount does 
not exceed (at the rate paid) a sum not in excess of the interest upon 
its entire capital stock at the end of the year, plus half the interest- 
bearing indebtedness at the end of the year. In other words, if a company 
was paying a very large amount of interest on say $50,000 capital and 
$50,000 interest-bearing indebtedness, its interest deduction would be 
limited to $4,500 in this case, provided the interest rate was 6%. This 
provision applies in cases where corporations are carrying a very heavy 
bonded indebtedness but would not affect ordinary cases. 

This interpretation is so contrary to the plain meaning of the language 
used in the law that there does not seem to be any room for contro- 
versy on the point. The law provides that the taxable income of a cor- 
poration shall be ascertained by deducting from the gross amount of 
income received within the year from all sources ♦ ♦ ♦ "(third) the 
amount of interest accrued and paid within the year on its indebtedness 
to an amount of such indebtedness not exceeding one-half of the sum 
of its interest-bearing indebtedness and its paid-up capital stock out- 
standing at the close of the year ♦ * * /' it is evident that what 
is to be deducted is the interest paid on one-half of the sum of two 
amounts, i.e., the interest-bearing indebtedness and the capital stock. To 
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obtain, the result arrived at by the collector the word "sum" would have 
to appear before instead of after the words "one-half/' and the pro- 
vision read the sum of one-half of the interest-bearing indebtedness 
and the capital stock. But of course the law is not so worded, and as it 
now stands its only meaning can be that the amount to be deducted is 
not to exceed interest on one-half of the aggregate of the interest- 
bearing indebtedness and the capital stock.* 



Treasury Rulings 

(T. D. 1950 February 19, 1914) 
Time for filing returns of income, and penalties in connection therewith. 

To collectors of internal revenue: 

You are advised, and will so announce from your respective offices, 
that the law and regulations require returns of income for the taxable 
period, March i to December 31, 1913, to be made and filed on or before 
March i, 1914. The law is mandatory and allows no discretion to be 
exercised by any officer. Section 3176, Revised Statutes of the United 
States, as amended and made part of the income-tax law, gives to col- 
lectors of internal revenue (they being satisfied as to the merits of the 
claim, and in the reasonable exercise of their judgment and discretion) 
authority to grant extension of time not to exceed 30 days from the time 
prescribed by law in which to file a return of net income, and then only 
in cases where such failure, neglect, or refusal is the result of "sickness 
or absence." 

You are also advised, and will so announce, that there will be no 
change in income-tax regulations as they now exist prior to March i, 
1 914, and that all persons and corporations required to make a return 
which have not as yet done so should make and file their returns at the 
earliest opportunity and on or before March i. 

Collectors will forward to this office immediately a report showing 
the number of returns filed in their respective offices as of February 20, 
1914. 



* since the above was written a ruling has been made by the Treasury depart- 
ment on the question of the proper amount to be deducted as Interest by corpora- 
tions in their returns. The ruling was received too late to be printed In this 
number, though It may be said that generally It upholds the interpretation given 
by the collector as above quoted. It appears difficult to understand the mode of 
reasoning by which the above result Is arrived at, unless it is held that the 
indebtedness Is made up of various separate amounts and that it is one-half of 
the sum of these amounts that is to be added to the capital stock. However, the 
ruling fixes the position in the meantime, and it now lies with the corporatlouf 
which made up returns on a different footing to make their Interest deductions 
conform to the new interpretation. 
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Penalties and additional tax, in connection with refusal or neglect to file 
return of income within the prescribed time. 

As to corporations. — For neglect or refusal to make a return within 
the prescribed time, corporations are liable to a penalty not to exceed 
$10,000; and in case of neglect or refusal to make, or for a false or 
fraudulent return made, 100 per cent is to be added to the tax; and in 
the case of neglect or refusal to make and verify a return within the 
prescribed time (except in case of sickness or absence) 50 per cent is 
to be added to the tax; and in case of an officer of a corporation or like 
institution charged with the duty and responsibility of making and verify- 
ing a return who makes a false or fraudulent return with the intent 
to defeat or evade any assessment or tax, he shall be guilty of a mis- 
demeanor, and be subject to a fine not to exceed $2,000, or to imprison- 
ment not to exceed one year, or both, at the discretion of the court, 
together with costs. 

As to individuals. — For neglect or refusal to make a return within 
the prescribed time, the penalty is not less than $20 nor more than $1,000; 
and in case of intentional neglect or refusal to make, or for a false or 
fraudulent return made, there shall be added 100 per cent to the tax; 
and in case of neglect or refusal to make a return within the prescribed 
time (except in case of sickness or absence) there shall be added 50 
per cent to the tax. 



(T. D. 1953 March 2, 1914) 

Extension of time for filing returns under income-tax law by citizens of 
the United States living abroad. 

To collectors of internal revenue: 

Referring to that portion of section 3176, as incorporated in the 
income-tax law, which provides that — 

In case of neglect occasioned by sickness or absence as aforesaid, the 
collector may allow such further time for making and delivering such 
Ust or return as he may deem necessary, not exceeding thirty days — 
you are informed as follows: 

Various citizens of the United States living abroad were unable 
through such absence from this country to inform themselves as to the 
requirements of the law, and were also unable to obtain the necessary 
blank forms on which to make their returns of annual net income for 
the income tax. You are therefore authorized to mark the returns re- 
ceived from foreign countries after March 2 and up to and including 
March 31 as having the time extended to cover the period of filing such 
return. 

The State department has cabled the consular service and others 
residing in foreign countries that they shall forward a letter, in which 
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their income shall be stated, and that such letter will be received in lieu 
of the return so far as the date of filing is concerned. 

Such letters are now coming to this office, and they are being for- 
warded to the various collection districts to be held as tentative returns un- 
til the returns on Form 1040 shall be received. The regular returns on 
Form 1040 when received should be attached to the tentative returns and 
both should be forwarded to this office with the assessment lists on which 
the same shall be listed. The date of filing the returns should be con- 
sidered that on which such tentative returns were filed. 



(T. D. 195s March 10, 1914) 

Extension to June 30, 1914, of waiver of T. D. 1901, Treasury require- 
ments for the filling in on certificates of the numbers of the bonds 
of corporations, etc. 

Notice is hereby given that T. D. 1901, issued November 28, 1913, 
waiving, until March 31, 1914, the requirement that the numbers of the 
hofids or other like obligations of corporations, etc., from which interest 
coupons are detached or upon which registered interest is to be paid 
shall be filled in on the certificates is hereby extended to Jun 30, 1914. 

In all other respects the certificates referred to must be filled in 
accordance with the Treasury regulations before the coupons or 
orders for registered interest to which they may be attached shall be 
paid. 
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Edited by Seymour Walton, C. P. A. 

It will be seen that the meager information afforded by single-entry 
accounts, and the danger of mistakes arising from their lack of reliability, 
would render them almost useless when many complications enter into 
the transactions of a business. Although the necessity for a better sys- 
tem must have long existed, it was not until about four hundred years 
ago that any better method was devised. The introduction of the im- 
proved system, which has been given the name double-entry, was first 
made in Italy, but there seems to be some doubt as to its author, and of 
the exact period when it made its appearance in practice. 

Double-entry is founded on the immutable principle in nature that 
every action must have an equivalent counteraction. In physics it is 
known as the correlation of forces. A given amount of force exerted 
in a certain way will result in an exact equivalent of other forces, a 
portion of which may be available for use either as electricity or light, and 
another portion be wasted as heat or the destruction of material through 
friction. If a belt runs from a pulley of 24 inches diameter with a 
speed of 50 revolutions p^r minute and an indicated horse power of 45, 
to a pulley 8 inches in diameter, the latter will have a speed of 150 
revolutions per minute, but its horse power will be reduced to 15, provided 
friction is disregarded. The amount of work done is exactly the same in 
either case, 2,250 units. 

In accountancy this principle is stated as the equilibrium between 
debits and credits. No debit or credit can be created without the 
simultaneous creation of an equivalent credit or debit. If a manu- 
facturer buys a machine for $1,000, he has added that amount to his 
asset of "machinery." If he pays for it in cash he has reduced his 
asset of "cash" by the same amount. If he buys it on credit, he has 
added the amount to his liabilities of "accounts payable." Therefore, at 
the time when he debits "machinery" with $1,000, he must credit either 
"cash" or "accounts payable" with $1,000. 

A set of double-entry accounts may be compared with a pair of 
scales, one of which holds assets and the other liabilities. As all assets 
put into one scale are exactly offset by the liabilities put into the other 
scale, the scales will balance. If an additional asset is added to the 
"asset" scale, it is imperative that an equivalent asset of some other kind 
must be taken out of that scale, or an equivalent liability be put into the 
other scale, in order to preserve the equilibrium or balance. In the same 
way the addition of a liability must be accompanied by the abstraction 
of some other liability, or the addition of an equivalent asset to the other 
scale. 

This inflexible relation between debit and credit is expressed by the 
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term "doublc-cntry." In order to preserve the balance of the accounts, no 
entry can stand by itself; it must be offset by an equivalent entry of an 
•pposite character. For a long time after the adoption of the double- 
entry system this principle was rigidly adhered to in every individual 
case, a dual entry being made of each transaction, each member of the 
entry being posted to the ledger separately. As these entries were made 
daily the book in which they were recorded was called a "journal," a word 
of French derivation, being used to distinguish it from the "day-book,*' 
which was merely a collection of unrelated memoranda. The term 
"journal" entry has come to mean a dual entry, the debit and credit sides 
of which balance exactly. 

Advantages of Double-Entky 

One of the most important advantages of the double-entry system is 
that the accuracy of the accounts may be easily tested. As each debit 
or credit, when made, is balanced by a credit or a debit, it follows that 
any collection of debits and credits, however large, or however compli- 
cated, must also balance. If the loads in a thousand small scales are in 
equilibrium, and those loads are transferred to the corresponding 
sides of one immense pair of scales, the large scales must also be in 
balance. Therefore when any number of equal debits and credits 
are transferred from the books in which they were originally entered, to 
a ledger, by the process known as posting, the ledger itself must contain 
an equilibrium of debits and credits ; that is, it must be in balance. This 
equilibrium is tested by what is known as a "trial balance," which is a 
list of all the debit and credit balances on the ledger, arranged in two 
columns, one for the debits and the other for the credits. If both columns 
add up the same it proves that the ledger is a correct collection of all 
the items pertaining to the accounts, the only chance of an error being 
that a counter error may have been made, or that some item has been 
posted to the correct side of the ledger, but to a wrong account. As 
such errors are infrequent, the figures of the trial balance can be relied 
upon in the preparation of any land of financial statement. 

As single-entry is only the record of personal accounts and cash, it 
•ontains no information as to other assets or liabilities or as to any 
elements of profit or expense. Owing to the dual nature of double- 
entry, every element of a business must find expression in the accounts. 
A charge to a customer must be offset by a credit to a "sales account." 
The payment of any expense must be charged to some kind of an "ex- 
pense account" more or less classified according to the character of the 
business or the desires of the proprietor. It follows that when the 
figures are assembled at the end of any fiscal period all the items that 
tend to increase or to decrease the final profits can be marshalled under 
appropriate headings, so as to disclose the effect of each one on the 
ultimate result. With this information in his possession the owner of the 
business can study each point with a view to eliminating as far as 
possible the causes of loss, and to stimulating those factors which make 
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for profit. With similar information in regard to past years, he can 
institute comparisons which will disclose in what particulars he is fall- 
ing behind, and in what he is making gains. By the single-entry methods 
he knows only the total of his profit or loss, and has no means of ascer- 
taining the sources or causes of the profit or loss. 

Another important advantage of the double-entry method is that 
items of expense or profit can be put on the books so as to affect only 
the fiscal period to which they properly belong. While a single-entry 
man might include deferred charges to operating and accrued accounts 
receivable among his assets, and accrued accounts payable and deferred 
credits to revenue among his liabilities, he is apt to do it because 
he has not progressed beyond the point of considering only tangible 
assets and actual liabilities. The single-entry man cannot get away from 
the idea that each element of his business must be looked at from 
the standpoint of cash. While he may take cognizance of wages accrued 
but not due, — ^because he knows they are virtually a cash obligation, — 
he probably will ignore accrued interest on a demand note payable, be- 
cause he does not have to take any practical notice of it until he pays 
the note. Sometimes it is difficult to persuade even a man accustomed to 
double-entry that he must take his accrued, but not due, obligations into 
considerations. The secretary of a street railroad company made a 
statement of earnings for five months, in which he included all the cash 
receipts and disbursements and all the expenses for which bills had been 
rendered, but omitted the accrued interest for the five months on $750,- 
000 of bonded indebtedness at 5%, because the coupons would not be 
payable until the end of another month. 

Rules for Journalizing 

Many rules have been formulated for making journal entries. The 
principal ones that have found favor are: Debit whatever comes into 
the business or costs the business value. Credit whatever goes out of 
the business or produces value for it. Or this: 

Debit Credit 

Increase of Assets Decrease of Assets 

Decrease of Liability Increase of Liability 

Decrease of Proprietorship Increase of Proprietorship 

Or: Debit the account that received the benefit, and credit the ac- 
count that yields the benefit. These rules are correct from an academic 
standpoint, but the difficulty is to remember the rule and to classify the 
entry to fit it. 

Personifying Accounts 

It is claimed by some that an easier way to make an entry clear is 
to personify all the accounts, by saying that Mr. Merchandise is the 
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person to whom is committed the custody of the goods in wliich we 
deal, and Mr. Cash the person to whom we pay or from whom we re- 
ceive the cash that is involved in our transactions. This becomes a little 
too complicated for most persons when an attempt is made to explain 
some of the more intricate entries, especially in closing the books. 

There are occasions, however, when the fiction of personification be- 
comes useful in clearing up difficult questions of analysis in the accounts. 
For instance, in determining what items belong in the ''manufacturing," 
"selling," or "profit-and-loss" divisions of a revenue statement, it may 
clarify matters to imagine that we are dealing with one man engaged in 
the manufacturing department only, with another who is concerned 
solely with the selling, and with a third who is the proprietor or capitalist 
of the business. The manufacturer may claim that cash discount taken 
on purchases of raw material is a reduction of the price to be charged 
his department, while the seller may claim that the discount allowed on 
his sales is no affair of his, but that it must be charged, in the "profit- 
and-loss" division, to the proprietor, on the ground that it is necessitated 
by the lack of sufficient capital contributed by the proprietor to the 
business. Bringing the personal element into the question makes it more 
realistic than treating it in the abstract sense. 

These and many other examples that might be given of attempts 
to explain debit and credit, show to what length the authorities are 
driven to form a working hypothesis which shall cover all the points of 
the subject. 

Debit and Credit 

The difficulty seems to be that they all start with a wrong idea of the 
fundamental principles. Thomas Jones, who was one of the first writers 
on the subject, said: "All debts are not sums owing to us, nor are all 
credits sums we owe. These terms are used arbitrarily, and any attempt 
to exhibit them in one uniform relation of indebtedness must necessarily 
oblige us either to use terms of corresponding ambiguity, or resort to the 
personification of things which not only have no existence, but the in- 
debtedness of which cannot possibly have any apparent influence on the 
end we aim to accomplish. In personal accounts they bear a literal 
meaning; and by analogy they have been extended to all other accounts; 
but the relations which constitute that analogy are too obscure to be 
of use as a guide to the student, and are more calculated to mystify than 
explain the subject" 

Again, Charles £. Sprague says that bookkeepers call "all credit 
balances liabilities, although they know that some of those balances are 
not liabilities. Even admitting that there is a fictitious entity, it owes 
nothing to the real owners." He gives as the basis for determining 
whether an item is a debit or a credit six classifications, "debit expressing 
an increase of assets," "decrease of liabilities or a decrease of proprietor- 
ship," and "credit," the three opposites of these, as quoted above. 

It would seem as if these more or less elaborate attempts to define 
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and explain "debit" or "credit" would be unnecessary if we could find 
some method 'Ho exhibit them in one uniform relation of indebtedness," 
which as we have seen Mr. Jones says cannot be done. In other words, 
if we can show that a debit is always something due to, and a credit 
something due from, the business the problem will be greatly simplified. 

Relation of the Proprietor to the Business 

To do this it is absolutely necessary to discriminate between the 
"business" and the "proprietor" who owns it In speaking of this view 
of the matter, Mr. Sprague says: "I cannot see that it justified the 
inclusion of proprietorship among the liabilities. Surely the business does 
not stand in the same relationship to its proprietors or its capitalists as 
to its 'other' liabilities." What then is the relation of the business to 
the proprietor? If A invests a certain sum of money in a business to be 
managed by B, under the name of B & Co., the distinction between A, 
the proprietor, and B & Co., the business, is plain. A would charge 
B & Co., on his books, and it would be difficult to make him understand 
that B & Co. did not owe him the money represented by that debit balance. 
It is true that the account would not "stand in the same relationship" 
as other accounts that are of short duration, but that would not change 
its character as a debit. But if it is a debt on A's books, what magic 
is there in the word "capital" that changes its nature on the books of 
B & Co., except to classify it as the last debt to be paid, which is a 
difference in degree but not in kind? If this is agreed to, it seems 
equally true that when A invests money in the business of A & Co. — 
which he himself manages — he is acting in a dual capacity as A, the 
capitalist, and A & Co., the business. If the latter business goes into the 
hands of a receiver, all that is left when the "other" liabilities are paid 
would certainly constitute a debt of the receiver to A, and would be so 
treated and paid. The fact that A does not get any payment until every 
other claim is satisfied does not alter his status, any more than the 
status of second mortgage bondholders as creditors is altered by the 
fact that there may be only a partial payment to them possible after 
the first mortgage bonds are paid. 

If the capital is acknowledged to be a debt of the business, our next 
concern would be with the nominal accounts, such as "rent," "wages" 
and "expense." That these are debts due to the business by the proprietor 
arises from the fact that the business is managed for account of the 
proprietor, who must eventually pay all its outgo and receive all its 
income. When the manager has expended various sums for rent, 
wages, etc., he is entitled to present a bill to the proprietor as an in- 
debtedness of the latter to the business. The proprietor, while acknowl- 
edging the indebtedness, tells the manager that, since the actual money 
is not needed, he may charge the items to his account, but for statistical 
reasons to do so, not in one general account but in different ones, such 
as "proprietor for rent," "proprietor for wages," and so on. The man- 
ager, for the sake of brevity, drops the name of the proprietor, and 
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keeps the accounts as "rent," "wages," etc When the gross profits are 
ascertained, at the close of the fiscal period, they unquestionably belong 
to, are owed to, the proprietor, and the profit and loss statement is 
simply the statement of the proprietor's account with the business, in 
which, as in every other personal account, the debits and credits are 
offset, and only the balance is accounted for. That this balance is really 
a debt due by the "business" to the "proprietor" is shown by the fact 
that the latter can demand every cent of it in cash. That he allows it 
to be added to his original credit in a personal business — or in the case 
of a corporation allows it to be credited to a new proprietorship account 
called "surplus" — does not in any way alter its character as a debt of the 
business to him. 

In the personal accounts any item for which payment can be de- 
manded from any person is a debit, any item for which payment can 
be demanded by any person is a credit In the impersonal, or nominal, 
accounts any item payment for which can be eventually demanded from 
the proprietor is a debit, and any item for which the proprietor can 
demand payment is a credit. No other touchstone seems to be needed 
to determine the true nature of any item. 

The most severe test of this method of treating this matter would 
probably be found in explaining the asset accounts, and yet it is reason- 
able to say that if the business invests money in a building, machinery or 
material, for the account of the proprietor, the latter must owe the 
business for these things. If a reserve is set up for depreciation on 
building or machinery it must be a credit, for it is a payment due the 
proprietor for the use of the building or machinery, representing the 
loss of value to him consequent on such use. Another, and perhaps bet- 
ter, way to regard the credit to a "reserve account," is that it is not a 
true credit, but is rather to be considered as a deduction from the debit 
account of the asset to which it refers, and is expressed on the books 
as a credit purely for convenience. 

In the same way any item may be satisfactorily explained if its 
real nature is ascertained. It does not seem an unreasonable thing to 
recommend the adoption of a theory which may be applied to every phase 
of a subject and fits them all. 

Every Doubi.e-Entry a Journai, Entry 

As the double-entry system requires an offsetting credit for every 
debit, it necessarily follows that every entry in such a system must 
be in essence a journal entry. At first, as we have said, this was actually 
the case, each separate transaction being represented by an individual 
journal entry. The first step in advance consisted in combining items 
of the same character into one entry for the transactions of each day. 
Thus, if there were twenty sales of merchandise in a single day, instead 
of making twenty separate entries, each one debiting a customer and 
crediting merchandise, one entry for the day was made, each of the 
twenty customers being debited, but merchandise given only one credit 
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for the total of the day's sales. In the same way cash would be debited 
with the total receipts of the day and customers would be individually 
credited. The next step was obvious; instead of completing the journal 
entry by one debit or credit for a single day, the list of individual items 
was carried for a month and one posting of the total was made at the 
end of the month. As transactions increased in number, the journal was 
divided into several different books, one devoted to cash transactions 
only, another to sales, and a third to purchases, while the ordinary 
journal was continued in use for miscellaneous items, such as the trans- 
fer of entries from one account into another, either for the correction of 
errors or for the closing of one account into another. Such a journal is 
often called a cross-entry journal, as it is a mere record of transfers be- 
tween accounts and does not register original transactions. 

As soon as the journal was divided into several books it became pos- 
sible to depart from the conventional form of one debit and one credit 
column, and to introduce as many columns as the needs of the business 
required. In most of the books the journal nature of the entries, while 
temporarily obscured, became apparent at the end of the month when the 
figures were assembled by totals. In a sales book containing a number of 
columns for different classes of sales, the journal characteristics appeared 
by the charge of the total of all the transactions to the controlling account 
of customers, and the credit of the totals of the various sales columns to 
their respective sales accounts. The same was true of a "purchase" or 
"voucher record," a "notes receivable register," or any others of the 
many forms into which the journal had become divided. 

The advantage of this specializing of the journal was not confined to 
the possibility of varying its form. Each division being in a separate 
book, it became possible for all the books to be in use at the same time 
in the hands of different persons. In a large business this subdivision 
of the work is carried to such an extent that one person will often have 
charge of a single book, and will know nothing whatever of any trans- 
actions not recorded between its covers. Such a person is liable to 
become caught in a rut from which he may find it difficult to escape 
unless he has ambition enough to fit himself for something less monoton- 
ous and more remunerative. 

JouRNAi. Nature of Cash Book 

The one book in which the journal characteristic seems to be lacking 
is the cash book. It is puzzling to many to understand why items on 
the left-hand page of a cash book are posted to the right-hand side of a 
ledger, and the reverse for the items on the right-hand page, when items 
in a journal are always posted to the same side of the ledger as the 
colunms in which they appear in the journal. The difficulty disappears 
if the cash book is thrown back into its original journal form. That 
is, instead of recording the receipt of money from various persons by 
registering his name and the amount he pays on a single line, the full 
journal entries would be: 
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Cash $100.00 

To A $100.00 

Cash $ 50.00 

To B $ saoo 

Cash $2oaoo 

To C $200.00 

and so on to the end of the month. Even if separate postings are not 
made of individual cash items, but the total of the cash column is posted 
to the debit of **cash" in the ledger at the end of the month, it is a 
manifest absurdity to duplicate every amount, when the total charge 
to "cash" can just as well be ascertained from the footing of the credit 
column. The debit column of "cash" can therefore be eliminated as 
useless, but it must always be remembered that it is still there in theory. 
Therefore, in posting from the left-hand page of the cash book, we are 
in reality posting from the right-hand column of a journal, and the 
seeming disappears. This is the reason that a cash book always has a 
heading on the left-hand page of "Dr. Cash." The journal entry used to 
be further indicated by the word "to" in front of every item on that 
page. 

In the same way the total of the items on the right-hand page is a 
credit to "cash," in recognition of the right-hand journal column which 
has been eliminated as useless. This is expressed by the heading of the 
page "Cash, Cr.," and used to be further indicated by the word "by" in 
front of each item on that page, showing that the item was a debit 
The use of the words "to" and "by" has been largely, if not wholly, dis- 
continued, both in the cash book and ledger, as unnecessary. In posting 
from the right-hand page of the cash book, we are really posting from 
the left-hand column of that page. The use of the left-hand side of the 
journal and ledger for debits and the right-hand side for credits is a 
conventional custom for which no known reason has ever been given. 

JOURNAUZING ALt ENTRIES 

It is customary in some houses to bring all the business of the month 
into the journal by summaries, and to post everything that belongs in 
the general ledger from the journal entries. There does not seem to be 
any good reason for this, if the subsidiary books are kept in any reason- 
ably proper manner. For instance, if the "purchase record" is kept on 
the plan of crediting each creditor with the goods bought from him 
such credits are posted directly from the record, and there does not 
seem to be any reason why the offsetting debits in the distributive columns 
should not be posted directly from the same book to the respective 
accounts in the general ledger. This is especially true of the practice 
some have of journalizing cash. To copy all these entries in the journal 
necessitates duplicating work, where a journal voucher is used, to tripli- 
cating it without any apparent advantage and with the risk of error in 
copying it. To say that it is well to assemble all the transactions in the 
journal is to lose sight of the fact that the cash book and all other books 

316 



Digitized by 



Google 



Students' Department 

of original entry are themselves journals, and that all of these together 
are one journal, hound in separate covers merely as a matter of con- 
venience, and with the journal idea somewhat obscure to the superficial 
observer, on account of the suppression in most of them of one or the 
other half of the journal entry — ^in its distinctive form — though it appears 
in reality when the totals are posted to the ledger. 

Opening DouBtB-ENTRY Books 

When it is determined to transfer a set of accounts from single to 
double-entry system, it is necessary to make up a statement of the con- 
dition of the business by listing the assets and liabilities, the excess of 
the assets being the proprietor's net worth or capital. On the journal 
of the double-entry set an entry is made debiting the various asset oc- 
counts and crediting the capital account of the proprietor. Another entry 
is made crediting the liability accounts and debiting the proprietor. 
The balance of the proprietor's account will manifestly then be the dif- 
ference between the assets and the liabilities. Or a compound journal 
entry may be made, in which the assets are debited on one side and the 
liabilities and proprietor's capital are credited on the other. The proprie- 
tor's capital is then shown as one amount credited, instead of the dif- 
ference between a debit and a credit amount. Still, a third way is to 
debit the asset accounts and credit a balance account, and to debit the 
balance account and credit the liability accounts and the proprietor's 
capital. This last method is in favor among British accountants, but 
Americans as a rule do not see any advantage in opening a balance ac- 
count and then immediately closing it again. If the single-entry cash 
book is of the regular pattern, it can be used for the new set. If the 
single-entry set included ledger accounts with customers and creditors, 
the same accounts may be continued. A number of general ledger accounts 
will have to be opened, one for each of the assets, except customers' 
balances, and for each of the liabilities, except creditors, and for the 
various elements which enter into the management of the business, such 
as "merchandise purchases," "sales," "salaries," "expenses," etc., the 
number of such accounts depending upon the extent to which it is de- 
sired to subdivide the information to be obtained from the books. The 
general, customers' and creditors' ledgers may be separate books, or 
subdivisions of one book. 

Double-Entry Books 

The double-entry system usually covers the use of more books than 
the single-entry does. The only additional book that is essential is the 
journal. The books in which an entry first appears are called books of 
original entry, in which all items are entered in the order of the dates 
on which they originate. Ledgers are books into which these items are 
posted to the appropriate accounts. A ledger, therefore, is not a book 
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of original entry, and for that reason it is not accepted by the courts as 
evidence, unless the person testifying states that he has verified the 
postings from the books of original entry, making it virtually his abstract 
of those books. 

Problbm 

The following problem is taken from the C. P. A. examination of 
May, 191 3, in Illinois: 

M. F. commenced business January i, 1913, and early in February 
handed you his day-book with the following entries in it and requested 
you to open a set of double-entry books and submit a trial balance as of 
the close of business January, 31, 1913, Draft the trial balance. 

Jan. I Commenced business with cash capital $12,500 

I Deposited in bank 1 1,750 

3 Bought merchandise from Jas. Harrison & Co. ; ; . . 2,700 

3 Sold goods to Wm. Adams 2,400 

7 Bought merchandise from W. Smith & Co 3,225 

8 Paid wages in cash 40 

8 Sold goods to H. Allan & Co 2,675 

10 Received check from Wm. Adams (discount $60) 2,340 

10 Bank deposit 2,340 

11 Paid Jas. Harrison & Co. by check (discount $135) 2,565 

12 Paid by cash, three months rent 200 

13 Bought merchandise from H. Kershaw 3,700 

15 Paid wages in cash 40 

15 Paid office expenses in cash 35 

17 Sold goods to H. Hobson 1,600 

19 Sold goods to Wm. Adams 800 

21 Sold goods to H. Allan & Co 1,250 

22 Paid wages in cash 40 

22 Paid expenses of office in cash 25 

25 Paid W. Smith & Co. by check (discount $160) 3,065 

26 Received check from H. Allan & Co. (discount $75) • • 2,600 

26 Bank deposit 2,600 

29 Paid wages in cash 40 

29 Paid office expenses in cash 20 

There was $175 cash on hand at the close of the month, the balance 
being M. F.'s personal expenditures. 

S01.UT10N 

In order to find the condition on January 31 it is necessary to set up 
the following accounts: Since all the receipts were not deposited, and 
the bank balance at the end is not given it is necessary to charge and 
credit the bank in the cash book and to open an accotmt with it on the 
ledger, in order to find the balance at the end of the month. The bal- 
ance of the cash book will then be the currency on hand. 
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Cash Book 



1913 
Jan, I Investment 

10 Wm. Adams . . 

11 Bank, Harrison 
Discount " 

25 Bank, Smith 

Discount " 
36 H. Allan & Co. 



$12,500 
2,400 
2,565 

3.065 

160 

2,675 



$23,500 



191 3 
Jan. 



Bank 



I Bank deposit $11, 750 

8 Wages 40 

10 Discount, Adams . . 60 
Bank deposit 2,340 

1 1 J. Harrison & Co. . . 2,700 

12 Rent to March 31 . . 200 
IS Wages 40 

Office expenses 35 

22 Wages 40 

Office expenses .... 25 

25 W. Smith & Co. ... 3,225 

26 Bank, deposit 2,600 

Discount Allan & Co. 75 

29 Wages 40 

Office expenses ao 

M. F., Personal ... 135 

Balance on hand 175 

$23,500 



Jan. I Deposit $ii,750 

10 " 2,340 

26 " 2,600 



Jan. II Check $ 2,565 

25 " 3.065 

31 Balance 11,060 



$16,690 



$16,690 



Cash Discount Taken 

Jan. II Harrison 
25 Smith . . 

Cash Discount Allowed 

Jan. 10 Adams $ 60 

26 Allan 75 

Wages 

Jan. 8 Cash $ 40 

15 " 40 

22 " 40 

29 " 40 

Office Expense 

Jan. 15 Cash $ 35 

22 " 25 

29 " 20 

Rent 

Jan. 12 Cash $ 200 



$ 135 
160 
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Separate accounts might be set up for each customer and creditor, 
but the following method of treatment is equally clear and has the 
merit of saving time, which is an important point in an examination : 

Amount Receivable 
Jan. 3 W. Adams $ 2,400 Jan. 10 Cash & Discount ..$ 2,400 



Jan. 8 H. Allan & Co $ 2,675 26 Cash & Discount . .$ 2,675 



Jan. 17 H. Hobson $ 1,600 

19 W. Adams 800 

21 H. Allan & Co 1,250 

Accounts Payable 
Jan. II Cash & Discount . . .$ 2,700 Jan. 3 J. Harrison & Co.. .$ 2,700 



25 Cash & Discount . . .$ 3^5 7 W. Smith & Co. . . .$ 3*225 



13 H. Kershaw $ 3,700 

Merdiandise Purchases 



Jan. 3 J. Harrison & Co. . .$ 2,700 

7 W. Smith 3,225 

13 H. Kershaw 3,700 



Merchandise Sales 

Jan. 3 W. Adams $ 2,400 

8 H. AUan & Co 2,675 

17 H. Hobson 1,600 

19 W. Adams 800 

21 H. Allan & Co 1,250 

As the books are not closed, all the above accounts are left open, 

the balance not being expressed, except the Cash and Bank, in which 

the balance is not self evident. The other accounts are supposed to 
be footed in small pencil figures. 

Trial Balance, January 31, 1913 

M. F., Capital $12,500 

M. F., Drawings $ 135 

H. Kershaw 3,700 

Merchandise purchases 9*625 

Merchandise sales 8,725 

Cash in bank 11,060 

Cash on hand i75 

Discount taken 295 

Discount allowed I35 

H. Hobson 1,600 

W. Adams 800 

H. Allan & Co 1,250 

Wages 160 



320 



Digitized by 



Google 



Students' Department 

Office expense 80 

Rent 200 



$25»220 $25^20 

Two accounts might be opened with rent, the original amount of $200 
being charged to "rent paid in advance," one-third of it being credited 
out by a charge to rent, but this hardly seems necessary. Of course, the 
year would appear at the head of every date column in practice. 

The trial balance, used as a compound journal entry, would open the 
double-entry set. It seems useless to copy it again in strict journal form. 
If any examiner objects to this saving of time, or to any other portion 
of the solution, he will confer a favor by criticizing it. Persons taking 
the examination are often at a loss to know how much or how little they 
are expected to do. They do not want to waste valuable time, neither do 
they wish to leave out anything that the examiners would consider 
essential. 
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MINES ACCOUNTING AND MANAGEMENT, By Lawrence D. 

DiCKSEE, M. Com. F. C.A., Published by Gee & Company, London, 

1914. Price $175. 

The preface states that the primary object of the book is to provide 
mining students with a handbook explaining how the actual transactions 
of mining should be carried on. Careful reading of the book, however, 
indicates that it is more specifically adapted for the perusal of account- 
ants who are not familiar with the intricacies of mining or the details 
of labor pay rolls. 

Chapter i concludes with a brief reference to the value of standard 
costs for comparative purposes. This all-important subject might well 
have been made the basis for an entire chapter. The office treatment of 
cash and bank accounts may follow an established English custom, but is 
not in keeping with current practice in American mines. One cannot 
but wonder whether the author assumes that the average mine manager 
does not comprehend the difference between "productive labor" and 
"overhead," or whether his accountant-readers needed primary instruction 
in the rudiments of double-entry bookkeeping. Also, it is not obvious 
why such specific directions should be given for handling the cash and 
cash accounts, if both chief and petty cashiers are to be employed, as 
indicated. 

Chapter 4, on "wages," is ably and concisely written and highly in- 
structive to any novice about to take up clerical work in a mine's office. 
The treatment of "stores accounts," or inventory, is incomplete. The 
author pleads for a frequent and accurate inventory, but overlooks a 
modem card-index perpetual inventory, almost universally in use wherever 
supplies are kept and issued. The system of requisition for supplies 
receives too little consideration, since the value of the material through 
this department frequently exceeds the amount of cash handled. 

The chapter on "sales of output" is useless in America, because of 
the dissimilarity in mining practice, market, and treatment of ores. The 
author's differentiation between capital and revenue is warranted neither 
by economics nor custom, but the treatment of various methods of mark- 
ing off depreciation, and his comparative ten-year table, showing the net 
depreciation by each method, are admirable. 

Chapter 11, which discusses profit and loss, is really a general outhne 
of corporate management. The latter one-fifth of the volume is a re- 
print of the Report of the Mine Account and Cost-Keeping committee 
of the council of the Institution of Mining and Metallurgy. This report 
is the most valuable portion of the book, comprising as it does a plea 
for uniform cost accounting in mines, wherever possible, and embodying 
the standard practice in the mines of the United Kingdom. The one 
possible field for this book is as a guide to accountants about to serve 
their apprenticeship at an English mine. 



Henby M. Payne. 
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Correspondence 

Dignified Business 

The Editor, The Journal fo Accountancy: 

Sir: Your editorial in the February issue entitled Solicitation and 
an article on Ethics of Accountancy in the March issue have been read 
by me. These are threadbare topics in nearly all professions, and, in 
the last analysis, the ethics of any profession are simply those governing 
what may be called the ethics of a gentleman. In matters pertaining to 
business, it is to be regretted that heretofore the rule rather than the 
exception has been "Every one for himself, and the Devil take the 
hindmost" — if I may be excused for using the colloquialism. Today, 
however, in both professional and business life, a higher standard of 
ethics is recognized to be in vogue. 

In the profession of accountancy individual ability and experience 
are recognized as much as in any other and are the ultimate means by 
which success or failure is measured. 

There are dignified ways in which the individual practitioner or firm 
may secure business, other than by display advertising or personal 
solicitation by employees, but I consider the solicitation by large incor- 
porated companies, in which personality is entirely eliminated, deroga- 
tory to the profession. 

I have before me such a letter bearing the names of prominent bank- 
ers as officers and aslo as members of board of control. Some of these 
men I have a personal acquaintance with and feel sure that if the matter 
were properly presented to them, they would not sanction the use of 
their names for such apparently ulterior motives or any profit they may 
gain. Is it not an infringement of the ethics of banking? 

Respectfully, 

H. R. Robertson, 
Minneapolis, March 23, 1914. 



Announcements 

The Ohio State Board of Accountancy 

The Ohio State Board of Accountancy conducted an cxaminatioa 
November ti, 12 and 13, 191 3, with twenty-five applicants. Of this 
number the following passed the examination and received certificates: 
Messrs Robert E. Belt, Washington, D. C. ; Robert H. Leamy, New York 
city; F. W. Hart, Cincinnati, O.; F. M. Schaeberle, New York city; 
Frank R. Wycoff, Cleveland, O.; A. h. Peters, Columbus, O.; F. C. 
Brubaker, Cleveland, O.; S. O. Watson, Cleveland, O.; J. D. Cloud, 
Cincinnati, O. ; H. C. Marble, Cleveland, O. ; and R. J. Beaman, Cincin- 
nati, O 
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In addition, certificates were issued under the reciprocity clause of 
the Ohio statute to Messrs W. Valentine Manley, Chicago, III., and 
George Millar Barr, Pittsburg, Pa. 



The firm of J. Lee Nicholson Company announce the removal of 
their office from ^ Broadway to the Woolworth Building, 253 Broadway, 
New York city. 



Frank G. Du Bois, C. P. A., announces the removal of his office from 
the Union building to 1020 Kinney building, Newark, N. J. 



Frederick J. Hillman, C. P. A., has been elected president of the 
Western New En^nd Chamber of Commerce which is a federation 
of chambers of commerce and boards of trade in thirty-five cities and 
towns in Massachusetts, Connecticut, Vermont and New Hampshire. 



We regret to record the death on March 9th of Andrew C. Feuss, 
C. P. A. (Maryland) a member of the Maryland Association of Certified 
Public Accountants and a fellow of the American Association of Public 
Accountants. 



R. C. Lloyd has been appointed secretary of the Society of Louisiana 
Certified Public Accountants, in place of Paul Havener, resigned. 



The accounting business conducted for many years under the name 
of Suffern & Son, certified public accountants. New York city, has been 
taken over by Messrs John R. Loomis, C. P. A., Edward L. Suffern, 
C. P.A. and Henry B. Femald, C. P. A., and will be continued at lap 
Broadway under the firm name of Loomis, Suffern and Femald. 



Frederick L. Thornton has resigned the position of assistant auditor 
of the Kansas City Electric Light company to become a member of the 
staff of Arthur Young & Co., certified public accountants, of Kansas City, 
Mo. 



The Maine board of accountancy will hold its second examination in 
the early part of June, provided at least eight applications for examina- 
tion are filed with the secretary not later than April 15. 



William Dillon, C. P. .A., announces that his office is now located 
at room 54, Mason building, 70 Kilby street, Boston, Mass. 



Archibald W. Norman (chartered accountant) and Will B. Hadley 
(B. S. in Econ.) announce that they have formed a copartnership for 
the general practice of accounting under the firm name of Norman ft Had- 
ley with offices in the Land Title Building, Philadelphia, Pa. 
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VoL 17 MAY. 1914 No. 5 

Depreciation, Intangible Values and Rates 

By Willard Hubbard Lawton, C. P. A. 

"The public, and many of the public's representatives, 
fail to recognize that in the final analysis, their interests and 
the interests of the proprietors of these utilities (the 'public' 
in great part being flie proprietors) are inseparably involved 
one with the other." 

{Lecture Notes by Alex. C. Humphreys, 

President, Stevens Institute.) 

The recognition of depreciation as a concrete, inescapable 
fact — not merely as a more or less interesting academic fad 
with accountants — has had a long struggle for existence in this 
country, but today the manager who still argues that as long as 
his plant is kept in good repair there is no depreciation is in 
a hopeless minority, and his friends are apt to pity him as a 
"hopeless case"! The conscientious accountant who has long 
tried in vain to induce managers and directors to allow him to 
provide for the inevitable day of replacement is coming into 
his own at last. Particularly is this so with public utilities. 
With the advent of public utility laws and commissions have 
come prescribed systems of uniform accounts, for the proper 
keeping of which corporation accounting officers are usually 
held responsible to the state. These systems include scientific 
classifications of revenues and expenses, and as the latter con- 
tain depreciation accounts with specific instructions for their 
proper use the question of providing for depreciation may be 
regarded as settled for public utilities. When we consider that 
it is but a few years since the average manager regarded de- 
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preciation as a joke, and the average director hardly knew the 
meaning of the word (except as applied to falling stocks), it is 
apparent that we have made progress. Laws usually reflect tiie 
prevailing thought of the period, and it is customary to contemn 
the average legislator for being less intelligent than his con- 
stituents; yet we must admit in this instance that the public 
service laws enacted during the past ten or fifteen years have 
shown enlightenment far beyond the general accounting knowl- 
edge of the times. True, here and there an echo of the dark days 
lingers in the laws : as late as 1913 the public service law of one 
state naively provides that on proper application to the com- 
mission a utility may be relieved of the requirement to keep 
a proper and reasonable depreciation account! As well apply 
for permission to ignore the force of gravity ! 

Reference to early debates and literature on these measures 
reveals, however, that the provision for depreciation was sup- 
posed somehow to deal a deadly blow to the soulless corpora- 
tions. It was claimed that stockholders were drawing in divi- 
dends money that should be held in the treasury for future re- 
placements, and that when the day of inevitable renewals came, 
it meant a new issue of securities for improvements, so-called, 
and the consumer was saddled with the burden of paying returns 
on the additional securities. Theoretically this is quite true. 
What was not clearly seen, however, was that while the system 
was vicious it carried its own punishment and remedy with it. 
In due time replacements had to be made but it was the investor 
who furnished the money for the new securities which he bought 
under the dear illusion that he was acquiring new property. As 
a matter of fact part of the new capital he thus contributed to 
the corporation merely made good the depreciation fund which 
should have been retained out of his past dividends. Because 
it did not so appear on the books did not alter the fact. But as 
a rule the consumer paid no more for his service than before, 
and frequently he paid less. In fact, the reckless ignoring of 
depreciation in the accounts has been equalled only by the fairly 
senseless reduction of rates which has been going on for many 
years. (We speak here of gas utilities in particular, but in- 
directly the same may be said of electric utilities perhaps.) 
Probably the reason there has not been serious embarrassment 
in these utilities heretofore is because of the great increase in 
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service following reduction in rates, resulting in decreased unit- 
cost, which proves only that the plants have not been used to 
full capacity. There is a normal limit to such increase, how- 
ever, and the statistics of public utilities as published annually 
by the commissions begin to show warning signs to the student 
of economics. Strange to say the very laws creating commis- 
sions to protect the oppressed (?) consumer, against which the 
utilities fought with frightened anger and gloomy predictions 
of ruin and disaster, are now likely to prove the financial salva- 
tion of those utilities. 

Today commissions and courts acting on converging lines 
are gradually fixing limits to the net earnings of public utilities 
out of which may be paid interest on bonds and dividends on 
stock. By determining the "fair value" of the property used and 
useful in the public service the commissions are settling the 
question of the amount of the investment on which returns may 
be earned. The courts have practically settled that the investor 
is entitled to not less than a "fair return" on such investment, 
and commissions, accepting this principle, show a tendency to 
limit this return very strictly. On the other hand fixing the 
physical value (as included in the fair value) automatically de- 
termines within certain limits what should be the annual charge 
for depreciation, and since the price of the service must neces- 
sarily provide for this depreciation before fair return can be 
considered at all, the consumer learns that there is a minimum, 
as well as a maximum, rate involved, which may be succinctly 
represented by the formula 

Rate=Operating -f Depreciation -f Fair Return on In- 
vestment, 



None but the advocate of state or municipal ownership of 
public utilities denies the justice of a "fair return on invest- 
ment," but the question "What is the investment?" involves the 
vast and complicated subject of valuation. Valuation covers 
two distinct fields — the tangible, or physical, and the intangible 
property. Physical valuation is simple in theory, though highly 
complex and detailed in practice. This field belongs to the 
engineer, and the accountant should not be called on (except 
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as a subordinate assistant) save in the tare case of finding a 
utility with a reasonably complete record of past construction. 
In the latter case his work will be to verify the disbursements for 
construction and equipment from the beginning, eliminating ob- 
vious replacements charged erroneously to construction, to ap- 
ply theoretical rates of depreciation, checking them where 
possible by the actual experience of the utility, and to adjust 
his final conclusions with the appraisal made by the engineer. 
Discrepancies must be expected and as long as they are within 
reasonable limits the opinion of an experienced and competent 
engineer must be accepted as final. In the resulting tables of 
valuation the engineer will show a complete inventory of the 
utility's property (physical) with his appraised present values, 
while the accountant will show in parallel columns the original 
cost of each item and the difference, which will be the actual 
depreciation. If this last column does not agree with the theo- 
retical depreciation assumed, it simply means that the latter is 
wrong as far as this particular utility is concerned. For the 
benefit of both professions at large both accountant and engineer 
should make careful notes of conditions which apparently give 
rise to such discrepancies and publish them in technical journals 
or before professional associations at the earliest convenient 
opportunity. 

Unforttmately such a plain and simple method of valuation is 
seldom possible. Complete construction records are rarely avail- 
able, and more often than not engineer and accountant are con- 
fronted with the task of valuing a plant where not even an ap- 
proximately correct inventory exists. In such cases the work be- 
longs practically to the engineer, the accountant, if employed at 
all, becoming purely subordinate to the former to assist him in 
making and checking calculations ; and it is quite natural for the 
engineer to prefer to use his own staff. He, the engineer, must 
then make an inventory and appraisal of what he can find, and 
upon his data estimate what it would cost to reproduce the plant 
at the present day. From general knowledge and more or less 
hearsay testimony of past conditions he can usually make some 
estimate of the original probable cost of the units making up the 
plant, and the difference between this estimate and the appraised 
present value he calls the depreciation which is then deducted 
from the reproduction value to represent the present fair physical 
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value. If he can make no reasonable estimate of such original 
value, he can at least make a fairly accurate g^ess at the age of 
the plant as a whole, and applying his table of depreciation to the 
reproduction value he obtains a theoretical present value, which 
may or may not be sustained by the appraised value, if any is 
made. As a matter of fact, in a gas utility at least, the appraisal 
method is of limited application, so much of the plant being un- 
derground. Where records of laying mains and services have 
been kept by dates, uncovering short stretches of pipe will give a 
fair idea of present condition, and where this can be done it is 
most desirable in order to have a check on present tables of theo- 
retical depreciation which can by no means be considered as final. 
But if no such records are available it is clear that the present 
condition of a pipe laid at some unknown date in the past fur- 
nishes no clue to the amount or rate of depreciation. The usual 
procedure in such cases is to adopt the method known as "repro- 
duction-less-depreciation," i.e. estimate what it would cost to re- 
produce the present plant as per inventory today and from that 
deduct the theoretical depreciation as shown by recognized engi- 
neermg tables, a focal date for age being assumed from such in- 
formation as the engineer may be able to obtain. 

That this method is fallacious and somewhat dangerous must 
strike anyone who gives the matter fair consideration and study. 
It is fallacious because reproduction-new being compelled by 
lack of trustworthy records of the original costs and the condi- 
tions under which the plant was built must necessarily ignore 
such conditions; it is therefore equivalent to asking "What will 
it cost to build this plant under present conditions?" When we 
consider the increased cost of land, labor and most materials over 
that prevailing half a century ago, it is manifest that reproduc- 
tion-new is bound to result in a value greatly exceeding the 
original cost of a long-established plant This inequity toward 
the consumer is recognized by the commissions and to off-set 
it they propose to deduct from the reproduction-new value the 
estimated accrued depreciation to date. If proper depreciation 
funds have been provided in the past this would perhaps work 
substantial justice to all concerned, although it might result in 
many cases in higher rates for the consumer unless the old rates 
were abnormally high. But if former depreciation has not been 
accounted for, or has been inadequate, the resulting valuation 
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may prove disastrous to the investor. It may be claimed plausi- 
bly that since the investor has had the benefit of his own sins 
of omission he should suffer the penalty. As an abstract proposi- 
tion this may be so, but on the other hand we must consider two 
incontrovertible facts: (i) that if the plant is a long-established 
one and has been kept up to the latest standard of efficiency, then 
depreciation, not only of wear-and-tear but also of obsolescence 
and inadequacy has been made good through the repairs accounts, 
appropriations from surplus or by new capital — in any case 
made good by the investor; and (2) that the interests of the in- 
vestor and the consumer are so inextricably involved that any 
injury to the one is sure to be shared in some form by the other. 

Another fallacy is involved in the tendency on the part of 
commissions to adopt the method of applying an existing table 
of depreciation rates to all cases, because the method is easy 
and saves much time and labor to the overworked engineering 
staffs of the commissions. No reputable engineer will endorse 
such a method for his own plant and should not (as an "expert") 
for another's. If all utilities of a given class — gas, for in- 
stance — were in a general pool there would be some reason 
for using an average table for all plants; but since each com- 
pany must shoulder its own operating burden, it is hardly neces- 
sary to characterize the rule that would attempt to apply fixed 
rates to widely varying conditions. The assumption of a focal 
date for convenience in applying the tables makes confusion 
worse confounded. A fair example of what this may lead to was 
shown in a recent valuation made as of July i, 1913, with an 
assumed focal date as of 1884, in which gas service pipes were 
allowed a ''life" of twenty-five years according to the table 
adopted. When some services were found to have been laid in 
or previous to 1884 and were still giving perfect service, the 
engineers had to solve the problem of the amount of deprecia- 
tion to be fixed on pipes which had lasted more than five years 
after their tabulated "death"! (It was easy, however; they 
merely made another "assumption" that the pipes were renewed 
at the end of twenty-five years and accrued five years deprecia- 
tion on the "renewed" pipes!) 

Of course, the engineer who has been trained to use his com- 
mon-sense with his technical knowledge would at once say that 
the only proper method of ascertaining depreciation in connection 
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with reproduction-new valuation is to make a careful appraisal 
of the existing plant, and the difference between this and the 
reproduction-new of a similar plant might be considered a fair 
measure of depreciation. We say "might" but as a matter of 
fact neither value necessarily repiresents the "fair" value which 
all are trying to ascertain, that is of the physical property. The 
fair value of the plant lies somewhere between reproduction- 
new, which is probably too high, and present appraised value, 
which is too low, since it is clearly less than the original cost 
of the plant. Depreciation in a broad sense mieans lessening of 
value or worth, but in connection with valuations we must limit 
our conception of it strictly or we shall never get anywhere. It 
will not do to apply the "second-hand" theory to the physical 
value of a plant, particularly in a rate-fixing case. A plant hav- 
ing been used for a certain time is admittedly not worth as much 
as when first built as far as the physical elements are concerned ; 
but it would be an error of the gravest kind to claim that the dif- 
ference in these values constitutes depreciation as we contemplate 
it in a rate valuation. Depreciation in this narrow sense is the 
annual cost involved in the gradual wear-and-tear of the plant, 
combined with the contingencies of its becoming inadequate or 
obsolescent before it wears out entirely. While this annual cost 
is real and represents past and current disappearance of original 
capital, it has the paradoxical appearance of being an equaliz- 
ing and prepaid cost to be actually incurred at some uncertain 
future date. This paradox, like all other paradoxes, is only 
apparent, as may be easily shown. 

If all depreciation, i.e. destruction of original capital outlay, 
were made good only when required for efficient operating, it 
would show in the financial statements in the repairs accounts. 
These repair charges would be small at first but would increase 
in accelerating ratio till the time came when it would be more 
economical to replace the unit than to make any further repairs. 
If the accounts are kept consistently to the end the final re- 
placement is also charged to the repairs accounts. This, it will 
be noted, makes depreciation s3monymous with repairs from the 
accounting point of view, and it is strictly correct to term it thus, 
for, after all, repairs are nothing more or less than making good 
actual depreciation from time to time as it becomes apparent. 
But since the cost of the final replacement (ignoring for the 
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moment familiar cases where replacements in large plants of 
small units, such as meters, amount to comparatively regular 
and equal sums year by year) frequently is more than the total 
repairs on the unit prior to replacement, this method of taking 
care of depreciation through the repairs accounts creates a suc- 
cession of violently fluctuating operating reports; for after a 
replacement there naturally follows a light season of repain, 
and so on ad infinitum. Manifestly there is only one way to avoid 
this — by recognizing the fact that unobserved deterioration or 
destruction of original capital outlay is going on all the time 
which is not made good by ordinary repairs. This waste we call 
depreciation and make an annual charge based on the estimated 
"life" of the unit in order to create a reserve fimd from which 
to draw the cost of the imit's replacement at the proper time. All 
of which is very elementary and the writer would feel like apolo- 
gizing for inserting it at all, but for the experience he has had 
with those who confuse depreciation as a fact with depreciation 
as an accounting charge. Depreciation as a fact begins as a 
very small cost and increases rapidly toward the end of the 
unit-life. Depreciation as a charge is, or should be, an equalizer 
of this cost, spreading it over a term of years, the same amount 
being charged each year. In fact, we might well term the annual 
depreciation charge a unit-life insurance premium, since it works 
on exactly the same principle as life insurance, except that the 
rate for depreciation does not provide for the contingency of 
premature annihilation. This element, however, is covered by 
various forms of plant insurance, fire, boiler, cyclone, etc. A 
contingency it does not cover, though theoretically presumed so 
to do, is obsolescence, but the day may come when insurance 
underwriters may undertake even this protection. With enough 
plants insured to furnish a sufficiently broad basis there is no 
reason why this should not be possible, for all insurance is based 
on the law of averages. 

The engineering profession has other names for these two 
forms of depreciation, viz: "actual depreciation," which corre- 
sponds to depreciation as a fact, and "theoretical depreciation," 
which is depreciation as an accounting charge. The latter is 
represented by tables similar to that shown on a following page, 
and it is the use of such tables which gives rise to another fallacy 
indulged in frequently by commissions in making valuations 

332 . 



Digitized by 



Google 



Depredation, Intangible Values and Rates 

where no depreciation accounts have been kept. As stated be- 
fore, if a proper and adequate depreciation account and fund 
has been kept and provided, no injustice is done to the investor 
by deducting accrued depreciation from the reproduction-new 
value, for the depreciation fund itself being assets "used and 
useful" in the public service, the utility will be permitted to 
include it in the "fair value" on which returns are to be earned. 
But if the utility has failed to provide for depreciation, while 
it is strict justice to deny it the right to include accrued deprecia- 
tion (which it has never set aside) in its fair value, such denial 
should extend to actual depreciation only, not to theoretical. 
Because it is clear that since theoretical depreciation includes 
in the annual charge during at least two-thirds of the unit-life 
more than the actual cost of expired capital, i,e, actual deprecia- 
tion, to deduct the total of. theoretical depreciation amounts to 
depriving the utility of a large amount of value which has not yet 
disappeared. 

Enough has been said to g^ve a slight idea of the perplexing 
problems involved in the physical valuation of utilities alone, and 
when we add the very slight probability of any two engineers 
agreeing on the amount of reproduction-new, the wide discrep- 
ancy which usually prevails between such values and the amounts 
of outstanding securities, the confusion injected by countless 
mergers and leases of underlying companies, it is perhaps not at 
all surprising that the whole subject becomes so hazy and be- 
fogged with technical claims and assumed hypotheses that com- 
missions and courts are driven to adopt all sorts of average 
and compromise valuations. That they do manage to deal out 
a rough sort of justice and equity at all is really a marvel. 

II 

While the accountant may stand aloof during the contest of 
engineers over physical values, he is speedily drawn into the 
fray when the question of intangible values comps to the front — 
and he sometimes retires in a humble frame of mind "a sadder 
and wiser man" I At the outset he must fight for the admission 
of such a thing as intangible value at all, for the consumer will 
vociferously maintain that intangible value is but another name 
for "water," and insist that physical value alone represents the 
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actual investment. On the other side the investor demands a 
return on the entire value of the property as a going concern 
which must in his opinion be at least as much as the total of out- 
standing securities and generally much more. It is between these 
two extremes that a wide field for study by economists and ac- 
countants lies, a field already strewn with wrecks of carefully 
built-up theories and hypotheses with fine-spun conclusions which 
have failed to impress the minds of commissions and courts. The 
latter, however, accept the principle of intangible values, but arc 
still seeking firm ground for a scientific basis for them. Up to 
the present time such values have been quite arbitrarily assumed, 
usually being fixed at a percentage of the physical value ranging 
from fifteen to thirty-five per cent. 

There are two classes of values which may be included in 
the term intangible, viz : 

1. A value measured by actual expenditures from working 
capital for assets other than tangible; and 

2. A value which accrues to a growing and successful busi- 
ness, for which no money has been actually expended, and 
which has more or less relation to its earning power. 

Under the first class of intangible come 
Preliminary expenditures. 
Organization expenditures, 
Franchise expenditures (paid to municipalities). 
Legal expense during construction. 
Interest during construction, 
Taxes during construction. 

Engineering and superintendence during construction. 
Actual development expenses (paid out of capital funds)? 
Deficits during development period, including: 
Discounts on securities. 
Interest during period, 
Unearned depreciation. 

Unearned fair return (assumed) on capital invested. 
Operating losses during period. 
(For the sake of clearness it should be explained that "deficits 
during development period" does not necessarily mean the 
totals charged to the sub-items given, but the total net deficit 
shown after charging all against gross revenues.) 
All the above are recognized as proper charges to prc- 
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scribed capital accotints in the commission classifications, except- 
ing actual development expenses and deficits during development. 
The latter must be charged to appropriate operating accounts or 
to suspense accounts pending amortization ; but in valuation pro- 
ceedings they are usually allowed to be proven as part of the 
intangible value, and presumably on final order of the commis- 
sion they may be transferred in gross to a capital account, called 
"other intangible values," in a readjustment of the books. This 
is fair and reasonable as all the items, failing sufficient gross 
revenues, must be paid or set aside from working capital (except, 
of course, unearned return on capital). And since the state 
has assumed the right to limit the returns on capital, it must, by 
implication at least, allow the investor to claim as a capital loss 
the unearned return to which it is assumed he is entitled. Other- 
wise we shall have the unfair condition that the investor shall 
never be allowed to recoup himself for early losses ; and it follows 
that capital will in future shun public utility investments where 
it cannot be assured of the limited return from the start — an 
unlikely condition. 

Accountants will recognize an old friend in the second class 
of intangible values, which in private businesses is termed "good- 
will" and is authoritatively recognized as a genuine property 
value. In a public utility which is usually a monopoly, the 
commissions and courts have declared there is no such thing as 
goodwill. Being promptly confronted with the undeniable fact 
that a successful public utility is certainly worth more than a 
less successful one, and even the latter is worth more than its 
"skin and bones," they have conceded an intangible value, which 
for a while was termed "franchise value." Many states have 
laid a tax on such franchise values with various methods em- 
ployed to ascertain what it is. In time the enthusiastic manner 
in which many public utilities inflated' the franchise value ac- 
count led various state legislatures to restrict all claims for this 
value to the amounts actually paid to state or municipal authori- 
ties for franchise rights. As a rule these amounts have been 
infinitesimal compared with the actual value, over the physical, 
of successfully operated utilities, so the commissions and courts 
now recognize goodwill under the new name of **going concern 
value." As considerable confusion has arisen from the similarity 
of this name with "going value," it is advisable here to call at- 
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tention to the distinction. By "going value" is now generally 
meant the cost of getting the utility "going" profitably, and most 
engineers and accountants prefer to use the term "development 
expense" (as above) and it is properly included in intangible 
for which actual disbursements are made. It appears on the 
books in some account, and may be legitimately transferred to 
"other intangible assets" in a valuation. 

"Going concern value" does not appear as a rule on the 
books, though it may be concealed in property accounts where 
two or more companies have been merged at inflated values. 
Occasionally it does appear in the form of a journal entry author- 
ized by a board of directors, meaning that in the opinion of the 
board the corporation is worth that much more owing to certain 
new conditions which may have arisen since the original construc- 
tion or acquisition of the corporation's tangible and other intangi- 
ble assets. But as a rlile "going concern value" represents on 
the one hand an attempt by the utility to justify the apparent 
over-issue of securities, and on the other an endeavor by com- 
missions and courts to allow a fair value for the plant as a 
"going concern." In both cases, baldly stated, it is more or less 
an arbitrary attempt to fill or lessen the gap between valuations 
as found by actual appraisement and the amounts already set up 
on the books to represent property and plant, much of which is 
really replacement and should have been properly charged as 
such. 

That there is such a thing as "going concern value" must be 
admitted. A successfully operated utility has a value over and 
above its physical and intangible value (of the first class). What 
that value should be based on, what relation it should bear to its 
net earnings or to other elements of value, whether it should 
appear on the books at all, whether it should be considered in all 
cases of valuation (for rate-making, taxation, condemnation, 
etc.) are decidedly puzzling questions for economists and com- 
missions alike. It is a fairly settled policy in rate-making cases 
that going concern value must be allowed, and yet the lope of 
it is by no means as plain as could be wished ; for the allowance 
of going concern value necessarily means the utility must have 
been operated successfully, and successful operation pre-supposes 
adequate rates — whose reasonableness is just what is being in- 
vestigated. It would also seem logical to say that if a utility 
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has been operated at a loss, there can be no going concern value, 
yet It is undoubtedly true that even though it is losing money now, 
it may make money later, and in any event the plant is worth 
more than it would be if shut down and dismantled. And fur- 
ther, if to development expense and early deficits is to be added 
a going concern value, it would clearly put a premium on bad 
judgment and mis-management. 

In ascertaining intangible values of the first class, the ac- 
countant must verify all the charges to the accounts mentioned 
and be prepared to show the commission that the expenditures 
were reasonable, customary and tended to increase the business 
of the utility. He may find it necessary to make some adjust- 
ment in such accounts as interest, taxes and engineering, for the 
practice of commissions varies ; in some cases these are regarded 
as "overhead charges" and distributed by the commission's men 
over physical property accounts on a percentage basis. When 
the accountant tackles the problem involved in the second class, 
he will have several theories to choose from, or may evolve 
one of his own. Unless he is prepared to give very convincing 
reasons for the latter, however, his best course will be to ascer- 
tain from former decisions the favored theory of the commission 
and follow that — the more enthusiastically the better ! 

Graphically the successive stages of growth of a utility to the 
point of showing a net income may be indicated by the following 
balance sheets: 



End op FntST Period — Organusation. 



Cash (working capital) 
Intangible : bond discount 



Capital stock 
Bonds. 



End of Second Period — Construction. 



Tangible: Cash (working capital) 
Plant 

Intangible: Bond discount, organiza- 
tion, preliminary, fran- 
chise, legal, interest, 
taxes, engineering and 
superintendence. 



Capital stock 
Bonds 
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End op Thisd Period — Development. 



Tangible : Plant 

Cash (working capital) 

Intangible: Organization, etc. dur- 
ing construction as 
above ; and deficit arising 
from excess of bond dis- 
counts, interest (during 
development period), 
operating (including de- 
velopment expense), de- 
preciation and -% on in- 
vestment over gross 
revenues. 



Capital stock 

Bonds 

Reserve for accrued de- 
preciation 

Reserve for accrued 
amortization of bond 
discounts. 



The third, or developmental, period is assumed to end with 
the date when a profit is shown, but in making a valuation the 
method will be carried down to date of the valuation ; so that if 
the financial history of the utility shows that during its whole 
existence it has earned more than the assumed rate of fair return, 
the intangible value derived from early deficits will, of course, 
disappear. This will leave intangible value as of the end of the 
second, or construction, period, omitting bond discount which 
becomes a suspense account to be amortized out of the fair re- 
turn. To complete the valuation we must then add the "going 
concern value" as defined above. 

Summarizing to this point we find as fairly well settled prin- 
ciples in rate-making valuations — 

That the rate must be sufficient to pay the utility the cost 
of operating, adequate depreciation and a fair return on the 
investment, or fair present value ; 

That to obtain a basis for the annual depreciation charge, 
the cost of construction and equipment must be ascertained 
by one of two methods: (a) from records, if complete, and 
such cost to be compared with present appraised value to 
ascertain amount, and consequently rate, of depreciation; or 
(&) failing records, by estimating cost to produce the exist- 
ing plant new and applying arbitrary tables of depreciation 
rates (known as "reproduction-new less depreciation" rule) ; 
and 
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That to obtain the fair value on which the utility is to be 
allowed to earn the fair rate of return assumed, actual dis- 
bursements for intangible assets and an intangible value for 
"going concern" must be added to the physical value of the 
plant. 

And since complete records are rarely found it may be added 
that as a general rule a valuation in a rate case means the repro- 
duction-new less depreciation for physical plus whatever amotmt 
of intangible value the commission may see fit to allow. The 
rate of fair return is fixed more or less by the rate of interest 
prevailing in the section of the country in which the utility is 
located, it being the aim of the commission to fix such rate as will 
not deter capital from investment. 

In effect, the commission says to the investor : "Having failed 
to keep your investment intact by setting aside the amount of 
accrued depreciation your property is worth just so much less 
than its cost (actual or theoretical), so in future you will be 
permitted to earn a fair return on that depreciated value only. 
You have had returns in the shape of dividends or interest to the 
extent of so much; the difference we allow you to capitalize in 
the form of intangible value." 

To the consumer it says : "If the rate is higher than before 
it simply means you have been paying less for your service than 
it was actually worth. We do not compel you to pay back the 
diflFerence, but in fairness to the investor we allow him to capital- 
ize the loss of what he ought to have had, and in future you 
must pay him what the service is worth, i.e. the rate will be 
fixed at such amount as will pay him operating, depreciation 
and a fair return on the present fair value of his investment." 

Ill 

At first glance it would seem that such an adjustment in rates, 
increasing or decreasing them as the case might be, would be 
the correct and easy way to do justice and make everybody happy 
and contented. In reality it is not so simple a matter. Owing 
to the wide advertising given to the decisions in certain celebrated 
gas-rate cases (notably the Consolidated Gas Co. of New York 
and the Public Service Gas Company of New Jersey) the idea 
has become firmly fixed in the minds of the public that eighty- 
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cent, ninety-cent or dollar gas (like the nickel for a street-car 
ride) is fair and feasible for all gas utilities. This is true only 
in large cities or thickly-settled communities. An analysis of the 
1912 report of the New Jersey board of public utility commis- 
sioners, covering the statistics of thirty-two gas utilities for the 
year 191 1 (the latest report issued at this writing) reveals some 
interesting facts; and if the deductions therefrom which the 
writer has made are sound it would indicate that a general en- 
forcement of the "adequate depreciation" clause of the state 
utility law, in connection with precedents as to methods of valua- 
tion already established by the commissioners, may have dis- 
agreeable surprises for the average New Jersey consumer out- 
side the larger cities. As this report was the first attempt to 
collate statistics under the new law of 191 1, it is well to bear 
in mind that it is not as complete in details as could be wished, 
and the figures must be considered with due caution. Also the 
writer would beg his confreres to remember the sage admonition 
of the genial doctor — "Logic is logic"! 

While the commissioners have more than once stated that 
their decisions in the case of one utility must not be regarded 
as a precedent for another, they reserving the right to decide 
each case on its own merits and conditions, it is doubtful if they 
will be able to withstand in general the force of their own previ- 
ous rulings. Given the same general conditions, similar de- 
cisions must result if the commissioners would escape the charge 
of discrimination. So if we apply to the other gas utilities of 
New Jersey the same reasoning and ratios applied to the Public 
Service Gas Company in the Passaic rate case, we have a fair 
right to assume that however local conditions may more or less 
modify these ratios in other cases in the future, the Passaic 
case has at least settled the general principles on which valua- 
tions and rates will be determined and fixed. The rate of annual 
depreciation can vary only within narrow limits unless the com- 
missioners abandon the tables they have already adopted. Simi- 
larly the courts hold that a fair return on the investment must 
be permitted, so there is a limit below which the commissioners 
may not go — which in New Jersey may be considered six per 
cent at least. Since the rates for depreciation and fair return 
are thus practically fixed within narrow limits, there remains for 
fluctuation only the rate of fair value to book cost of property and 
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plant. Undoubtedly this will vary widely according to the 
financial history of the utility, but this much is clear — the 
higher the physical valuation relatively to the whole, the greater 
will be the amounts required for depreciation and fair return; 
and mce versa the lower the physical value, the smaller will be 
the depreciation and return, but if the resulting fair value creates 
a deficit on the books of the utility, the latter is likely to starve to 
death for lack of new capital to make extensions. 

The case of the Passaic division of the Public Service Gas 
Company was the first in which the New Jersey commissioners 
made a systematic and thorough attempt to ascertain the pres- 
ent (fair) value of the property of a gas utility used and useful 
in the service of the public. Most public accountants are prob- 
ably aware that the commissioners and the company differed 
widely in their ideas of the values to be allowed, which in total 
were as follows: 

Claimed by Allowed by Ratio 
company commission 
Physical : Reproduction-new 

less depreciation $5318,940 $3,725,000 64. % 

Intangible values 3.090»55i 1,025,000 33.2% 

Total valuation $8,909491 $4.750,ooo 53-3% 

The amount of physical value subject to depreciation was 
found by the commissioners to be $3,038,055, or 34.1% of the 
total valuation claimed by the company ; and the annual amotmt 
to be charged for depreciation was found to be $81,397, or 
2.68% of the depreciable physical value, straight-line basis.^ The 



^ While the coznmiselonera' report in the Paesaic case ehows (on page 6S) 
that the straight-line depreciation Is 181.397, nevertheless they set an arbltrarj 
rate of 6 cents per M.cu.ft. (producing about |63,000 In 1911) as the annual 
amount to be charged for future depreciation. Their reason for so doing was 
stated (on page 64) to be because ' "analysis of the operating expenses of the 
company for the years 1904 to 1911 . . . Indicates that minor renewals 
have already been charged to operating expenses." The logic of this may be 
correct as applied to past depreciation, but it Is not at all clear as to future, 
particularly when we remember that the company is now keeping its accounts 
under the prescribed classification. Operating account No. 495, "General 
Amortisation/' provides : 

"To this account shall be charged monthly or quarterly the amount esti- 
mated to be necessary to cover such wear and tear and obsolescence and 
inadequacy as have accrued during the period in the tangible gas capital 
of the corporation . . . lest the amounts charged for that month to 
the various repair accounte. 
In short, after finding that the straight-line depreciation is upward of 180,000, 
the commissioners deliberately order the company to charge nearly 120,000 less, 
and the repairs (or depreciation made good as shown neretofore) are to be 
deducted from that charge. Another fallacy Is Involved in basing the rate on 
gas production, for since pro-rating depreciation has In effect made it a fixed 
charge, there is no relation between it and the amount of gas sold. For Instance, 
suppose the sales of the company should double those of 1911 — the rate of 6 cents 
per M.cu.ft. would then produce $126,000 where only $81,897 would be necessary. 
Possibly the commissioners had such an idea in mind, and perhaps this will 
throw some light on the willingness of the company to accept the rate while it 
protested against the valuation. 
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price of gas per M.cu.ft. was reduced from $i net to ninety cents 
net, the commissioners affirming in their decision that this rate 
would cover operating, depreciation (at six cents per M.cu.ft.) 
and a fair return of 8% on the fair value ($4,750,000). While 
the company has accepted and put in force the rate ordered, it 
has appealed to the courts from the commissioners' valuation. 
The lower court has sustained the commissioners, but the case 
is still pending in the highest court of New Jersey. Aside from 
the effect on the company's securities which the commissioners' 
valuation may have, it is obvious that the matter of valuation 
is of much more importance to the company and gas utilities 
in general than the question of present rates. If the court should 
hold that the commissioners' valuation is too low, it would fol- 
low that the prescribed rate is inadequate on the commissioners' 
own reasoning, i.e, that the rate must be sufficient to cover de- 
preciation and a fair return as well as operating expense. 

IV 

The statistics in the report for 1912 give no information as 
to whether or not the operating expenses stated include any 
charge for depreciation, but it is pretty safe to assume as a 
rule they do not. Therefore, assuming that the fair and depre- 
ciable values of the property of each utility would bear the 
same ratio to book values as found by the commissioners in the 
Passaic case, and applying the rate of 2.68% for the annual de- 
preciation charge,^ we may see from table I following how the 

^ In a more recent valuation still pending the commissioners' engineers have 
worked out an average depreciation rate of 2.89%, but this has not yet been 
confirmed by the commissioners. 

Table of Lnrxs and Dbpheciation Rates 

Life Rate 

Class Tears % 

General structures 75 l.s3 

General equipment 8 12.33 

Works and station structures 70 1.44 

Holders 60 2 

Boilers 21 4.66 

Benches 25 4 

Water gas sets 7 29 3.5 

Purifying apparatus 44 2.25 

Accessory equipment 35 2.82 

Transmission and distribution mains 41 2.41 

Services 25 4 

Meters 25 4 

Meter installation 25 4 

Street lamps and fixtures 50 2 

Construction tools 20 6 

Laboratory equipment 20 6 

ATorage life and rate on whole 35 2.89 
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other thirty-two gas utilities of the state wotdd have fared had 
"adequate depreciation" been charged. 

TABLE I 

Showing earnings of thirty-two gas utilities on basis of depreciation 
charged 
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148.013 
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8,235 
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150.046 
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6370 
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1.517 
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160.790 
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23,246 
70,286 
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34,025 
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59.941 


6,381 


1.606 


4.775 
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729 
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* Comparison with the otliera would indlcatfl this company has been extremely 
conserratiye in its capital charges and possibly the amount stated In Its report 
as cost of construction and equipment is purely physical value. In that oase^ 
allowing for the larger amount of annual depreciation charge, its net rate 
would be 18%. 
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Summarizing table I shows that: 

9 utilities would have earned over 8 percent on fair value 

„ „ .. .. _ 

6 " " 

3 

g II II 

2 " «* 

. it II 

3 

In short, 72% of the utilities would have earned less than 
8% on the fair value of their properties, a return which the 
commissioners declared to be a fair one in the Passaic case. 
Even if the rate of fair return were reduced to 7% or 6%, the 
proportion is not greatly altered. Nor is there much to be 
hoped for in the contention that it is unfair to apply the ratio of 
53.3% of total value to fair value for all the utilities — on the 
ground that the Passaic case might be an abnormal one — for 
the higher we make the fair value, the lower will be the rate 
of return; and while the ratio of 34.1% for depreciable value 
must admittedly be taken cum grano salis, since varying condi- 
tions of age, location, etc., make it impossible to fix any universal 
ratio of the kind between book and appraised values, two 
things must be conceded — that if the ratio is too low, the amount 
of depreciation must be larger with a higher one ; and that it is 
hard to believe that the most drastic valuation can possibly re- 
duce the depreciable value of any gas utility below 30% of the 
book value, save, of course, where portions of the plant have 
been destroyed or abandoned. 

There is not much comfort in these figures for those who 
have been led to believe that the average gas plant in small 
communities is a gold-mine for its owners. Perhaps there will 
be still less for the consumer when table II, following, is con- 
sidered. This table shows on the same basis as before what the 
rate to the consumer should be in order to comply with the 
conditions as to adequacy laid down by commissions and courts, 
i.e, that the rate must be sufficient to cover operating, ^deprecia- 
tion and a fair return. 
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Summarizing table II we find : 

Average Average Average 
Fair value gas sold rate re- rate re- increase 
M.cu.ft quired ported or 

decrease 
9 utilities (28%) $4f405»955 1,204,394 .84 i.- - .16 16. % 
as " (72%) 3,241,694 487,264 X.56 1.26 .30 23^% 

In detail the figures speak for themselves, though it is but 
proper to say that some of the utilities requiring the greatest 
increase in rates are of recent establishment and must have 
time to develop their territory. 

Another point to be considered is that of the thirty-two 
utilities tabulated only five are receiving gas revenues of over 
$1.50 per M.cu.ft. (and it will be noted that none of these earned 
over 8%), sixteen receive $1.50 to $1.25, nine, $1.25 to $1, and 
two less than $1. 

These figures show beyond question that dollar or ninety- 
cent gas is so dependent on consumption, or in other words on 
density of population, that those who clamor for a universal 
dollar, ninety-cent or eighty-cent rate for gas do not understand 
the conditions. They also show that even the promoters and 
owners of a majority of the gas utilities of New Jersey (and 
probably elsewhere) have taken much more desperate chances 
than they were probably aware of when they fixed the price 
of gas for their communities. If the Public Service Gas Com- 
pany itself were obliged to earn operating, depreciation and an 
eight per cent return in each community in which it operates in 
proportion to its population, its rates would undoubtedly show 
the same inequalities as in the above table. It is a curious 
thing to remember that the commissioners, when they ordered 
the reduction rates in the Passaic division, also "recommended" 
that the company put the same rates into effect in all the rest 
of its territory. Since this company now serves about 70% of 
the entire population of the state, it would seem the only hope 
of state-wide 90c gas lies in allowing that company to absorb 
all the other gas utilities, and it would be quite logical for the 
commissioners to "recommend" it! 

V 

Paragraph (/), sub-section 17, section II, chapter 195, laws 
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of 191 1 of the state of New Jersey, commonly known as the 
"public utility law," reads as follows: 

" 17. The board shall have power, after hearing, upon notice, by order 
in writing, to require every public utility as herein defined; . . . 

"(/) To carry, whenever in the judgment of the board it may be 
reasonably required for the protection of stockholders, bondholders or 
creditors, a proper and adequate depreciation account in accordance with 
such rules, regulations and forms of account as the board may prescribe. 
The board shall from time to time ascertain and determine, and by order 
in writing after hearing fix proper and adequate rates of depreciation 
of the property of each public utility, in accordance with such regulations 
or classifications, which rates shall be sufficient to provide the amounts 
required over and above the expense of maintenance to keep such prop- 
erty in a state of efficiency corresponding to the progress of the industry. 
Each public utility shall conform its depreciation Accounts to the rates 
so ascertained, determined and fixed, and shall set aside the moneys so 
provided for out of earnings and carry the same in a depreciation fund. 
The income from investments of moneys in such fund shall likewise be 
carried in such fund. This fund shall not be expended otherwise than 
for depreciation, improvements, new constructions, extensions or addi- 
tions to the property of such public utility." 

It will be observed that the law is slightly conflicting in 
that whereas the general authority conferred by the heading of 
sub-section 17 is permissive and paragraph (/) begins by say- 
ing a proper and adequate depreciation account shall be carried 
"whenever in the judgment of the board it may be reasonably re- 
quired for the protection of stockholders, etc.," the next sentence 
reads that it "shall from time to time" fix adequate rates of de- 
preciation; and following this it is made mandatory on the 
utility to keep depreciation accounts and set aside ftmds ac- 
cordingly. It is generally understood that the commissioners 
expect in due time (if the legislature provides the necessary 
funds) to comply with this law, which means, of course, a valua- 
tion of every public utility under its jurisdiction. But whether 
the board does so or not, it would seem competent under the 
law for any stockholder, bondholder or creditor of a public 
utility in New Jersey to call on the board to fix depreciation 
rates for his protection. It is not very likely that any consumer, 
although his interests are just as much involved as those of the 
investor or creditor, will make such a demand ; but on the other 
hand when he makes a complaint of unreasonable rates the 
question of adequate depreciation must perforce be considered. 

Taking the mandatory features of the section of the law 
just quoted in connection with the showing of table II, we begin 
to appreciate the dilemma, or series of dilemmas, confronting 
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commissioners, consumers and gas utilities — or perhaps it will 
bring the matter more closely home if we substitute "investor" 
for "utilities," as a generic name for stock and bond-holder. 
Because a corporation is a distinct entity in the eye of the 
law has always been sufficient ground for unreasonable attacks 
by the public, though perhaps with good reason in some cases; 
but we are beginning to realize dimly that corporations are made 
up of real, live individuals and directors are human beings acting 
in trust for other human beings. What is unjust and unreason- 
able toward the corporation is unjust and unreasonable toward 
the men and women who compose it. 

The two horns of the dilemma confronting the commis- 
sioners may be stated as follows : 

If depreciation is enforced If the price of gas is not 
according to law, the price of raised, then depreciation can- 
gas to the consumer must be not be enforced without confis- 
raised to allow its being cation, 
charged. 

This dilemma applies, of course, only to the utilities whose 
rates are shown in table I to be insufficient to pay operation, 
depreciation and a fair return of 8%, but as shown they com- 
prise y2% of the utilities of the state which supply gas, with 
nearly half the fair value of property used for the public service. 
On the other hand they serve probably less than 20% of the 
population. With respect to the other 18% there is no difficulty 
facing the commissioners. Reduction in rates is or will be 
popular with eighty per cent of the people of New Jersey, and 
the conclusion is obvious. Such reduction, moreover, is not only 
popular but from both legal and accounting points of view is 
strictly correct and proper (admitting that the state has the 
right to determine and fix fair rates of return on investments in 
monopolistic enterprises — a question which is not considered 
here). But what about the other twenty- three gas utilities? If 
depreciation is a fact to be recognized in one case, is it not in 
the other? If a fair return, whatever be the rate, is just and 
reasonable in one case, must it not be in the other? 

Of course, it is an absurdity to question the fact of depreda- 
tion — there is no "if" about it. Depreciation begins with the 
first step in construction and continues with the inexorable, un- 
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stayable progress of an Alaskan glacier. Dodge it as we may 
by refusing to account for it, the day of reckoning surely comes 
when the worn-out or obsolete unit must be replaced, and the 
money to pay for it must sooner or later come out of the price 
of the product. So if the commissioners should take refuge 
from the inevitable storm of wrath and denunciation following 
an unpopular increase in the price of gas in the case of the 
twenty-three gas utilities by taking advantage of the discretion 
granted in paragraph (/) and saying that a depreciation account 
is not reasonably required, they will merely postpone the evil 
day. In the meantime with such a ruling to justify them di- 
rectors who regard only the letter of the law could declare divi- 
dends from merely apparent earnings till compelled to stop 
for lack of cash. But it is doubtful whether under a strict 
interpretation of paragraph (/) the commissioners could escape 
the responsibility once an action of any kind involving rates 
was begun, for having "ascertained and determined" adequate 
rates of depreciation. The law is mandatory that they "shall 
. . . fix" them, and the utility must then conform to them. 

The economic eifect of increasing the rates is another story 
and very complicated and interesting questions arise in the 
problems with which the investor must deal. 

If depreciation is enforced If the rates are raised con- 
but the rates are not raised sumption will fall oiF, and the 
where is the money coming utility may be worse oif than 
from to pay it, to say nothing before, 
of a fair return? 

And again, since fixing the rate of depreciation necessarily 
includes taking care of accumulated depreciation, either by scal- 
ing down book cost value or by setting up reserves, whether or 
not the price of gas is raised. 

Decreased valuation of Or, if book value is retained 

book cost of property means and reserves are set up, the 

more or less impaired capital new liability must be offset by 

which must be made up by as- reserve funds to be accumu- 

sessment or out of future earn- lated out of future earnings, 
ings ; 

As to the first dilemma, the commissioners may well take the 
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rstand that the state does not undertake to guarantee a fair return 
and is not concerned with past errors in judgment on the part of 
the investor. As shown in table I most of the utilities would be 
able to meet depreciation, and if the commissioners insist on 
that alone they will be doing their full duty. In other words, 
the question of fair return can arise only where the utility is 
now earning more than what the commissioners consider fair. 
It is plain enough that otherwise the other horn of the dilemma 
will become acute. Take the case, for example (an extreme one, 
to be sure) of utility No. 21 in table II. Raising the rate to 
$4.21 per M.cu.ft. would be farcical. The company would have 
to go out of business. But in general there is no reason to doubt 
that for a time at least many of the other utilities would ex- 
perience a serious falling-off in consumption until the public 
became used to the idea of gas as a luxury. In time increasing 
population would warrant a decreased rate, which suggests the 
idea that the "Boston" plan of a sliding scale of rates related 
to net returns to the investor would be a solution of the problem 
worthy of study by all concerned. 

When the second dilemma is considered it will be seen that 
it is inextricably involved with the first. True, the courts have 
held that consumers may not be called on to pay for losses due 
to past errors and bad judgment of the investor's managers, 
.so new rates should not contain any element of such losses to 
be paid by future consumers. Such losses should fall entirely 
►on the investor. But, as we have seen above, courts and com- 
missions admit "early losses during development period" as an 
intangible value on which returns may be earned. In calculat- 
ing such losses fairness requires the consideration of the entire 
past history of earnings on the basis of a rate sufficient to cover 
operating, depreciation and a fair return, the deficit of each year 
to be added as an intangible value. The question becomes one 
•of determining the limit of the development period, and under 
the premises assumed that will be when the deficit turns into a 
.surplus, if ever. Logically nothing remains for the state but 
to undertake to prove past errors and bad judgment — a difficult 
task at best. Failing to prove such errors and mismanagement 
as would penalize the investor, the commissioners must perforce 
allow a price that will cover a fair return on these accumtdated 
>deficits, which to that extent will compel the future consumer to 
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pay for the losses of the past. Or else the doctrine of "early 
losses" as an intangible asset must be abandoned. 

In either case the investor gets the worst of it. Abnormally 
high rates mean no business. Normal rates sufficient to get busi- 
ness mean low returns on the investment and consequent diffi- 
culty in obtaining new capital for extensions, etc. It is true 
that market value of securities will adjust itself to the income, 
but this will not help the utility in a state where new stock must 
be sold at par and new bonds at not less than 80% of par. 

And what about the unhappy consumer? After he has 
waited through weary months of hearings at which he is com- 
pletely obfuscated by incomprehensible claims and counter-claims 
of "going value, going concern value, service value, theoretical 
depreciation, actual depreciation, etc., etc." he finally faces a 
very simple dilemma^ viz: 

If the present rate is insuffi- Or — no service ! 

cient to cover operating, depre- 
ciation and a fair return, it 
must be raised ; 

The alternative may not come at once, to be sure. There may 
be a period of deteriorating service with consequent complaints, 
quarrels, appeals to the commissioners and orders impossible of 
execution for lack of money. There may be reorganizations 
temporarily tiding over difficulties, but this is an investor's 
remedy only, for it must be borne in mind that prices are based 
on appraised fair value, not issued capital. There may be a 
receivership with its usual waste and final ruin, followed by a 
new company which takes over the old plant, and so on ad 
infinitum. But the final result — to be escaped only by the one 
absolute requisite, ing: adequate consumption to justify the 
lower rate — is abandonment of the enterprise by the investor. 
Then the only remedy left the consumer is state or municipal 
ownership, when general taxes may be drawn upon to make 
up operating deficits. Or, as already suggested, the Public Ser- 
vice Gas Company might take over all the gas utilities of the 
state, in which case we would have the amusing spectacle of a 
private monopoly being operated by two boards of directors, the 
superior one representing the consumer and the inferior, the 
investor. As this is practically the case with each individual 
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public utility today there would be nothing surprising about it. 
It would merely make more strikingly clear to those who have not 
yet grasped the idea that the difference between state regulation 
and state administration of public utilities is just as plain as the 
difference between Tweedledum and Tweedledee. 

Whether this condition makes for better or worse is not 
material here. The conclusion that the condition exists is forced 
upon the writer through his actual experience with and his study 
of annual reports of state commissions. Rules and orders are 
issued freely which affect operations in every department of a 
public utility. No officer is safe in following the instructions 
of his board of directors without first making sure they do not 
conflict with some order of the commission. Since the law 
makes the commission's orders supreme, it is literally true, how- 
ever unpalatable, that the state through its commission really 
administers the affairs of public utilities. 

A few instances of such active control may be enlightening. 
A western commission has ordered the dismissal of a manager 
obnoxious to it; another is asking the legislature for power to 
compel the sale of utility securities by advertising for sealed 
bids ; commissions have, or assume, the right to fix the price below 
which securities may not be sold; another commission has suc- 
cessfully maintained in court the right to ignore the terms of 
an existing franchise, and claims in general the right to void 
any franchise at its pleasure — a point, by the way, which has 
judicial sanction, the famous Dartmouth case to the contrary not- 
withstanding ; and probably there is not a public utility in any 
"commission" state whose files do not contain letters from the 
commission "suggesting" or "recommending" changes in de- 
tails of management or operation — "recommendations" which 
it is hardly necessary to say are followed with almost ludicrous 
alacrity. State regulation is merging insensibly and rapidly into 
state administration, as it is bound to do under the sweeping 
authority conferred by utility laws. So far have we advanced 
(or retrogressed?) from a government of laws to a government 
of men. The system is here as far as public utilities are con- 
cerned, and the signs of the time indicate it will be extended in 
due course to all human activities in the United States. So far 
it appears to have worked satisfactorily to the public. The only 
question is whether it will prove eventually to be like the cele- 
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brated New Zealand labor system, which, it will be remembered, 
worked successfully to prevent strikes and labor troubles as 
long as wages were accommodatingly raised, but broke down 
sadly when hard times compelled a contrary course. 

In conclusion it appears as if there is an interesting time 
approaching for the New Jersey commissioners as regards gas 
utilities, and perhaps for other state commissions as well. When 
the commisioners complete the valuation of all the gas utilities 
of the state of New Jersey, and as required by the law fix the 
rates of depreciation, there will doubtless be a general demand 
by the utilities affected for an increase in the rates to the con- 
sumer, based on the established principle that the price of gas 
should cover operating, depreciation and a fair return of 8% on 
fair value of the property. What with the natural exasperation 
of the investor because of the scaling down of the value of his 
property, and the unreasoning wrath of the consumer over the 
increased price of gas, the commissioners will be in a fair way 
to become generally unpopular — at least in thinly-settled dis- 
tricts. And yet what else can they do? Depreciation is a fact 
to be reckoned with and the law says it must be accounted for. 
The commissions have established the doctrine of "early losses" 
as an intangible asset to be included in fair value. The courts 
have upheld the right of the investor to a fair return, or at least, 
not less than a fair return, on the value. "The law doth give 
it; the court awards it." It seems like a case for the surgeon's 
knife. The operation may be painful while it lasts, but it will 
be best for the patient in the end — if he survives! In time 
weak utilities will be weeded out or absorbed by stronger neigh- 
bors. Public utility securities will be stabilized and retain their 
high rank as a most desirable form of permanent investment. 
Economically this result is much to be desired for every reason. 
It was bound to come sometime through the operation of eco- 
nomic laws, and on the whole it is better that the readjustment 
should come before the pressure for lower rates on one hand and 
the increasing cost of production and distribution on the other 
force the utilities into that most disastrous and wasteful method 
of readjustment — receiverships and foreclosures. That inno- 
cent investors and consumers must pay the cost of past blunders 
and financial errors, to call them no worse, is regrettable; but 
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that "the sins of the fathers shall be visited on the children" 
is no less true economically than morally and biologically. 

The aboriginal Australian, when food supplies failed, used 
to abuse the shades of his fathers and spank their images, but 
beyond relieving his primitive feelings it did not remedy mat- 
ters ! Nor did it help much to end a drought for him to cut the 
throat of the missionary who was endeavoring to teach him 
civilized ways of making a living. "And the moral of that is," 
as the Queen says to Alice, that we public accountants when 
called in to help fight the commissions should endeavor to make 
our clients, whether investors or consumers, see the whole situa- 
tion clearly, and urge fair and equitable adjustment rather than 
a fight to the finish. No fair-minded commissioner — and a 
study of conunission reports and decisions will convince any 
open mind that commissioners are, as a rule, fair-minded — 
wants to drive a utility to the wall or impose onerous rates on a 
community. An agreement between the contending parties to a 
sliding-scale of rates that will eventually place the utility on a 
sound basis and give the consumer equitable rates is sure to be 
accepted gladly by the commission. Unfortunately, it must be 
confessed, it is the tendency at present for both parties to throw 
the entire burden and responsibility of what is usually a com- 
promise decision on the conmiission after a bitter and rancorous 
fight. The result is that neither party is satisfied with the de- 
cision, however fair, and the commissioners are heartily damned 
by both sides. Failing, however, to induce his client to listen 
to reason, or if the other side prove obdurate, the accountant 
should be very careful to post his client's attorney thoroughly as 
to the tendency and bearing of the financial data he obtains from 
the books and which may come up in testimony. He should at- 
tend hearings regularly if possible; at all events he should insist 
on having a copy of the stenographic notes after each hearing. 
On the stand he should have no hesitation in fearlessly criticizing 
accounting errors and fallacies in theories advanced or ap- 
parently entertained by the commissioners or their assistants. 
Accounting theory and practice in public utility valuations are 
still in a state of flux, and every accountant owes to the profes- 
sion and the state the duty of helping in even the humblest way 
to correct accounting heresies and to establish scientific methods. 
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Municipal Accounting, Reporting 
and Budget Making 

By WillB. Hadi^sy 

Municipal accounting, as we know it today, is of very recent 
development. So recent, in fact, that some of our text books 
dealing with the subject go no further than to describe the 
records of cash receipts, cash disbursements, debt and appropria- 
tion accounts that have been kept by national, state and muni- 
cipal governments from time immemorial. 

I was surprised, however, when recently I saw in the 1913 
edition of an often referred to work the following reference to 
municipal accounting: 

A municipal corporation's principal asset is its power of confiscatinff 
the property of its members and others within its limits, through taxa- 
tion, to an extent which cannot be valued, but which is measured by the 
needs, as legally ascertained, of its members. In theory it is merely 
an agent for converting property into service. 

As for Philadelphia's principal asset being its power of con- 
fiscating the property of its members and others within its limits, 
it would seem that a dollar tax rate for the entire city and 
county government, and a fifty cent tax rate for schools, can 
hardly be called confiscation in view of the many valuable 
services performed by it. And it does seem that assets aggregat- 
ing $296,994,223.77 at December 31, 1913, should not be over- 
looked in our system of municipal bookkeeping. These assets 
consist of $16,187,039.54 of cash, $4,466,617.80 of accounts 
receivable, $610,652.07 of stores and postage, $18,338,200.00 of 
sinking fund and fire insurance fund investments in our own 
city loans, $29,401.00 of securities, and $257,292,785.55 of land, 
structures, other improvements and equipment. The constant 
changes in the city's assets tell an ever interesting story to our 
citizens and officers. 

The large capital outlays that all growing cities constantly 
have in contemplation make an analysis of the property account 
extremely important in forecasting what is best for the future 



^ Paper read before the Pennsylvania Institute of CerUfied Public Accountants 
at Philadelphia, March 20. 1914. 
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by the results of the past, just as in a private corporation before 
contemplated outlays would be authorized. 

Of the $5,224,926.38 of capital outlays in 1912 for property 
and equipment, $1,190,602.00 was for land, $3,619,438.76 was 
for structures and other improvements, and $414,885.62 was for 
equipment and miscellaneous. 

As to the municipality being an agent for converting prop- 
erty into service, is not this what the private corporation or- 
ganized for service does? It furnishes service and in return it 
receives property, or, in other words "cash," as income. The 
nominal accounts "revenue (or income) accrued" and "expenses 
incurred" have as real a place and are as necessary to a proper 
understanding of operating results in a municipal corporation 
as in a private enterprise operated for profit. 

Much the same haze and mystery has, until recently, sur- 
rounded municipal accounting as existed in the minds of many 
persons as to the organization, functions, methods and procedure 
of municipal government. Municipal accounting has been looked 
upon by many as a system of records foreign and apart from 
the accounting methods that apply to private undertakings, and 
some even went so far as to presume that a complete record of 
assets, liabilities, reserves, surplus, revenues accrued and ex- 
penses incurred currently kept was impossible of application to 
the aifairs of municipal corporations. 

City Controller Walton has applied to the accounts and 
finances of the city of Philadelphia, the accounting methods long 
recognized as essential to business success in the aifairs of 
private corporations. As a result, the controller's office of the 
city and county of Philadelphia now has a general ledger that 
shows the financial condition of the general account, capital 
account, and special and trust accounts, and operating results 
as well as condition of funds in a few summary controlling ac- 
counts. Detail ledgers are kept for expense, revenue, perma- 
nent properties, taxes, water rents and other accounts receiv- 
able, funded debt, mortgages and ground rents, and vouchers 
audited and warrants payable. 

Under the system of municipal and government accounting 
that obtained until recently, fund and appropriation accounts 
were very carefully developed, but proprietary accounting was 
almost lost sight of except for cash receipts, cash disbursements 
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and debt No double-entry system of bookkeeping existed that 
provided for taking upon the books currently all transactions of 
a proprietary nature, affecting assets, liabilities, reserves, sur- 
plus, revenues and expenses. 

The problem of installing a modem accounting system for 
the city of Philadelphia was approached through the taking of an 
inventory of land, structures, other improvements and equipment, 
as of December 31, 1910, which inventory developed an asset 
the cost value of which was $250,351,352. This was taken upon 
the new general ledger together with the cash, outstanding taxes, 
water rents, other accounts receivable, audited vouchers, war- 
rants payable, funded debt, ground rents payable, mortgages 
payable, and surplus. A property ledger was started at the 
same time, which classified the lands, structures, other improve- 
ments and equipment by the department or bureau in whose 
custody they were, and by kind of property. 

Forms are now being printed for another inventory of prop- 
erty and equipment that will be taken as of March 31, 1914, and 
returnable to the city controller as of May i, 1914. In design- 
ing these forms a great deal of attention has been given to the 
question of reserves for capital depreciation and repairs. The 
plan is to get as careful engineering data as possible at the 
time of taking this inventory as to the proper annual percentage 
allowance for capital depreciation and for repairs. If future 
experience shows that the percentage figures require some ad- 
justment, changes will be made from time to time. A fund 
of experience will be rapidly accumulated by the various operat- 
ing departments and bureaus and by the city controller's office 
upon this subject. The interchange of these experiences will 
make possible the rapid development of highly accurate per- 
centages for capital depreciation and reserves for repairs for 
all the many kinds of buildings and other structures, non- 
structural improvements and equipment of the city and county 
of Philadelphia. 

An analysis of expenditures as of the time the vouchers are 
audited which was begun January i, 191 1, furnished a current 
distribution of expenditures that segregated capital outlay from 
current expenses, and general fund expenditures from loan 
fund expenditures. The general ledger proprietary accounts 
Were segregated as to general account, capital account, 
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and special and trust accounts. The general ledger fund ac- 
counts were analyzed as to general fund, loan funds, and special 
and trust funds. The segregation of expenditures as to cur- 
rent or nuining expenses and capital outlay, and as to general 
fund and loan funds, makes it possible to know currently the 
amount of revenue money used for capital outlay and the 
amount of loan moneys used for current expenses and, conse- 
quently, for each accounting period the net use of loan moneys 
for expenses, or revenue moneys for permanent improvements, 
as the case may be. 

Expenditures are also analyzed by objects, in order to con- 
form to a requirement of law tfiat city councils must appropriate 
specifically by objects. It has been found as a matter of prac- 
tice that such an analysis is used a great deal owing to the fact 
that members of councils, officials and citizens think constantly 
in terms of objects of expenditures, i.e., salaries and wages, 
printing, subsistence, materials, supplies, etc. 

Expenses incurred of the city and county of Philadelphia 
are now being classified by organization unit, function, character, 
and object. The organization unit makes it possible to show 
the expense incurred by each department or bureau; and by 
comparing one period with another relative costs are obtained. 

The analysis of expenses by function has proven exception- 
ally valuable, for the reason that new functions are constantly 
being added to municipal government, and oftentimes increases 
in expenses are due almost entirely or wholly to such additions 
rather than to increased cost of older functions. 

Analysis of expenses by character shows whether the ex- 
pense is for administration, operation, maintenance, or fixed 
charges. The character analysis also shows expenditures for 
capital outlay. 

The analysis of expenditures by organization unit, function, 
character, and object is made at the one time by means of 
punching holes in cards with a key punch. The cards arc 
subsequently sorted and tabulated by electrical machines. 

After City Controller Walton had firmly established the 
new system of asset and liability, revenue, expense and fund 
accounting in the controller's office, he extended it to the various 
departments and bureaus as of January i, 1913, by publishing 
in December, 1912, a series of forms, known as the Blue Book 
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of Forms, which set forth for each department and bureau stand" 
ard documents, standard registers and schedules of dociunents, 
standard detail ledgers and standard monthly reports (or sched- 
ules of totals and balances) for the various detail ledgers. 

A year later (which brings us very nearly down to date) 
City Controller Walton published his Manual of Accounting, 
Reporting and Business Procedure of the City and County of 
Philadelphia, This manual became effective January i, 1914. 
It states in detail the procedure to be followed with the various 
kinds of documents, as well as the methods of registering and 
scheduling documents. The schedules are carbon copies of 
the registers and come to the controller's office currently, where 
they are audited and recapitulated. It also sets forth the various 
detail ledgers to be kept, and the general ledger and general 
journal procedure together with the various standard monthly 
general journal entries. 

^ The manual requires the departments and bureaus to send 
to the controller's office standard monthly reports, which are 
schedules of totals and balances drawn from each detail ledger. 
These reports, when filed in the controller's office in loose leaf 
binders, make detail ledgers of revenue, expense, property, etc., 
for the city as a whole. 

The schedules of documents which are sent to the city con- 
troller's office by each department and bureau are placed in loose 
leaf binders. Summary monthly totals are taken of the sched- 
tdes of each kind of documents. These totals are the basis of 
the monthly journal entries for the city controller's general 
journal. 

The general ledger in the controller's office produces monthly 
summary balance sheets and operation accounts. It further 
controls through its accounts the various detail ledgers. It 
makes it possible to place upon the controller's desk each month 
stunmary balance sheets and operation accounts on regular 
printed forms. The general ledger procedure in the city con- 
troller's office has been developed to such an extent that stand- 
ard printed monthly journal entries are now used. 

One of the most important elements of value of the new 
accounting system is its segregation of the general account; the 
capital account, including permanent funds, properties and im- 
provements, and sinking funds, and the special and trust ac- 
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counts in the proprietary group; and the general fund, loan 
f unds, and special and trust funds in the ftuid group. 

The information thus developed, as well as the power for 
action which it gives, is most interesting. It makes possible 
a scope of procedure over the whole field of finance which was 
impossible with fragmentary accounts and reports, and places 
within the controller's reach a wealth of exact information relat- 
ing to the city's financial condition, the operating results that 
are being secured, and the funding provisions made for the 
city's future needs. It is only through such comprehensive 
and current information that the city controller can fulfill under 
modem conditions the exacting requirements of his office. He 
has emphasized most strongly in all his work the reporting phase 
of municipal accounting. In the modem sense, accoimts are of 
little value unless they produce reports currently, promptly and 
accurately that tell in a summary way financial condition and 
operating results of each item of the summary statement ade- 
quately supported by the schedules of totals and balances from 
detail ledgers. 

One of the results of the installation of the new accounting 
system is a pending readjustment in the general account pay- 
ments to the sinking fund account of over four hundred thousand 
dollars a year. 

So much for the purely accounting side of this subject. I 
now wish to show how funds become available for appropria- 
tion, and to outline our budget making procedure. The prin- 
cipal distinction between municipal accounting, as we know it to- 
day, with its system of proprietary accounts, i,e., assets, liabili- 
ties, reserves, surplus, revenues and expenses fully developed, 
and the accounting of private enterprises is the high development 
of the fund and appropriation accounting of the former. Large 
private companies have recently given considerable attention to 
fund accounting, particularly in the matter of capital outlays, but 
nowhere has it been worked out as in municipal and govern- 
ment accounting. There it was developed very early under ex- 
plicit provisions of law as a means of insuring the expenditure 
of public moneys in accordance with the wishes and desires of 
the people as expressed through their duly elected representa- 
tives. The instmment of fund accounting which we recently 
have been hearing so much about, and which has been very greatly 
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developed and expanded, but which in its inception goes back a 
great many years, is the budget. 

Funds that become available for appropriation by city coun- 
cils for city and county purposes are divided into three main 
classes, vis.: general funds, loan funds and special and trust 
funds. 

General funds are secured through the medium of the city 
controller's legal estimate of receipts which he makes annually 
to city councils in November. In addition to this annual esti- 
mate there is usually a fund surplus available at the closing of 
the year's books, arising from an excess of actual receipts over 
the estimated receipts and from merging balances of appropria- 
tions. These are the only sources from which general funds 
may be secured for appropriation, with the exception that dty 
councils may authorize a temporary loan not exceeding $1,200,- 
000, redeemable in four months. 

The amount of loan funds available for appropriation at any 
time depends upon the borrowing capacity of the city. In 
arriving at the borrowing capacity the first step is to determine 
the debt limit. The state constitution of 1874 limits the city's 
debt to 7 per cent of its assessable property. Prior to the act 
of June 17, 1913, the borrowing capacity of the city was based 
almost entirely upon the assessable value of real estate — only 
about $2,000,000 of personal property, horses and cattle and 
carriages to hire being taxed for city and county purposes. 
This act of legislature, however, made money at interest taxable 
for city and county purposes, thereby increasing the borrowing 
capacity slightly over $40-,ooo,ooo. The act of July 21, 1913, 
restricts the borrowing capacity based upon personal property to 
"transit facilities and other permanent improvements," so that 
we now have a debt limit for general purposes based upon the 
assessable value of real property, and a debt limit for special 
purposes, such as transit facilities and other permanent improve- 
ments, based upon the assessable value of personal property. 

The net funded debt is determined by deducting from the 
gross funded debt the par value of city loans held by the com- 
missioners of the sinking fund and the net city debt outstanding 
for school purposes. To the net funded debt are added mort- 
gages and ground rents outstanding. The total debt thus ob- 
tained, when deducted from the debt limit, gives the amount 
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of loans that the city can issue or, in other words, its bor- 
rowing capacity. In determining what further loans can be 
authorized, however, the total of loans authorized and un- 
issued is deducted from the borrowing capacity. 

It is thus seen that the amount of loan funds that becomes 
available for appropriation each year depends upon the in- 
crease in the assessed valuation of taxable property, upon 
changes in the gross amount of funded debt outstanding, upon 
the increase in the amount of city loans held as investments by 
the commissioners of the sinking fund, upon the decrease in 
the net school ddyt outstanding, and upon any changes in the 
mortgages or ground rents outstanding. 

Special and trust funds become available for appropriation 
through the receipt of money by the city treasury for special 
and trust purposes. This money is kept in the city treasury in 
special funds, and is appropriated by city councils for the specific 
purposes for which it was received. 

Having seen how city councils are provided with funds for 
appropriation, general, loan and special and trust, the question 
naturally arises in the minds of many people as to the machinery 
for supplying city councils with accurate and complete informa- 
tion upon which they can pass intelligent judgment as to the 
departments and bureaus to which they shall appropriate money, 
for what functions or activities it shall be appropriated, as to 
the character of the expenditure, whether it shall be appropriated 
for administration, operation, maintenance, ddbt service or other 
expense, or for capital outlays that later shall pay satisfactory 
returns to the city dirough making possible large economies in 
operation and maintenance. Further than this, city councils 
must know the objects of expenditure for which tfiey i^ropriate 
funds, because an act of legislature specifically requires that no 
appropriation shall be made of the moneys of the city without 
an ordinance therefor, expressing the obects thereof and tiie 
amount appropriated for each object. 

The procedure by which this information is obtained for city 
councils is known as the preparation of the budg^et The de- 
partments and bureaus prepare upon printed forma, issued by 
the city controller each year, dieir estimated requirements for 
the new year. These forms ar« so prepared that tixc estimates 
may be classified as indicated above. The esttnates as original]^ 
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prepared arc subject to numerous revisions, first in the respective 
bureaus, then in the directors' offices, and, finally, in conferences 
between the mayor and his directors. When satisfactory to the 
mayor they are forwarded to the city controller. 

The estimates of the various county departments and offices 
are forwarded at about the same time as city departmental esti- 
mates to the city controller. The latter recapitulates the esti- 
mates of the city and county departments and submits such 
recapitulation, together with his legal estimate of receipts and the 
detailed departmental estimates, to city councils, who then fix 
the tax rate and make appropriations for the new year. 

In addition to the annual general fund budget estimates, 
further . estimates covering contemplated permanent improve- 
ments are made by the various dtepartments and bureaus and 
submitted to city councils from time to time. The latter in their 
discretion prepare loan ordinances to meet these requirements. 
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Ethics 
By William Whitfieu), C. P. A. 

The "science of human duty," as it applies to the account- 
ing profession, is a matter of far reaching consequence and merits 
serious consideration by those who would secure — ^in their deal- 
ings with their clients, their contemporaries, and the public — 
that degree of respect and profit which is derived only from the 
pursuance of high ideals, the practice of honest principles, the 
performance of efficient and valuable service and the recognition 
of these merits by others as well as by themselves. 

With the profession of accountancy, unique in its infancy and 
its importance to financial and commercial interests, it is to be 
hoped that continuous discussions of its ethics may result, not 
only to serve as markers of the progress of the vocation but 
also to aid in its development. Such usages as are now observed 
must necessarily be multiplied from time to time by additional 
duties assumed — and to some extent thrust upon the members of 
the profession — as logical obligations or for enhancing the value 
of services rendered. 

It would not be rational to suppose that new ethics would be 
adopted generally except as being of benefit, nor would it seem 
wise for individual members to ignore those principles and 
practices which have stood the test of time, and being of proven 
merit, are in favor with the majority. Furthermore, the account- 
ant should study the expectations of his clients and the public 
as to the dignities and responsibilities to be observed, and as far 
as possible should anticipate such expectations. At no time 
should the logical responsibilities of the profession be in any 
way. evaded or shirked ; such action would result in disparage- 
ment, not only to the work of the individual but to accountancy 
in general. 

To achieve the largest results there must be a willingness to 
assimilate the most advanced usages not only of this, but, as may 
be applicable, of all other professions. By this means account' 
ancy will attain its rightful position as a prime factor in the 
business world, as relates to its organization, efficiency and 
advancement. 
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The main underlying principle of ethics is the engendering of 
a feeling of confidence in the accountant — both as to his moral 
integrity and his ability — in every possible direction ; this should 
be encouraged, as its dissemination can never be too great. Only 
comparatively insignificant and profitless work can be secured 
by the accountant who cannot command confidence. 

In the line of securing business it can seldom be considered 
that advertising is a policy that encourages confidence. The eifi* 
ciency of the accountant cannot thereby be accurately gauged, 
and it may develop in the mind of the public the idea of lack of 
patronage or failure to secure a full appreciation of service from 
such as have had dealings with him. 

It also carries the impression that accountancy is a mere 
merchantable chattel, of more or less standard quality, which may 
account for some of the requests made of accountants for com- 
petitive bids. Such an impression at once destroys the personal 
equation factor, the greatest asset of all professions. The weigh- 
ing of one accountant against another on a cost, rather than on 
a merit, basis will result too often in dissatisfaction to both client 
and accountant. It would seem that advertising redounds to 
the benefit, in many cases, not of the accountant who incurs the 
expense, but rather of others. To a limited extent it may create 
an interest in, and perhaps a discussion of, accountancy, which 
results in the prospective client referring to an accountant with 
whom he may be familiar, or to making inquiries of his bankers or 
other business acquaintances. 

The greatest source of business should be clients for whom 
service has already been rendered. Failure in this respect is the 
most conclusive evidence of inefficiency. Recurring* service for, 
and recommendation by, former clients, is the supreme test of 
accounting success. 

General solicitation of business by accountants is a material 
factor in lowering the profession in the estimation of the public. 
It indicates a desire to get work of any kind and at any price; 
it necessarily places the accountant, if engaged, in the position 
of a subordinate and beholden to his employer, rather than in 
the position of a disinterested specialist, to some extent dicta- 
torial. 

The cutting of rates on the part of an accountant, with the 
knowledge of the client, cannot fail to diminish the prospect of 

365 



Digitized by 



Google 



The Journal of Accountancy 

establishing confidence, nor to undermine such feeling of trust 
as may already exist. It curtails the just profits to which the 
accountant believes he is entitled in establishing rates, it betrays 
a weakness in not adhering to the scale adopted, and doubtless 
lessens his own self respect. The accountant who, upon learning 
the nature of prospective work, states his per diem rates defi- 
nitely, immediately lays his first foundation stone to respect. 

The attempt to divert business already held by another ac- 
countant is reprehensible from all standpoints ; in the legal pro- 
fession it has been considered a just cause for disbarment, so 
injurious is its effect. 

The relations and dealings with the client should be most 
confidential, his affairs buried in the utmost secrecy. In the 
performance of the duties of the profession an obligation exists 
to make of the service an exact science, tolerating no tmdue 
prejudices, and always keeping in mind the unknown ntunbers 
who are compelled to base their opinions on such information 
as the accountants, as independent and responsible persons, fur- 
nish. 

Since it is a fact that clients usually prefer their accountants 
to be men of good standing among their fellow accountants, it is 
desirable that a strict observance of ethics be followed ; by such 
means, embracing a unity of thought and action by accountants, 
will the profession be advanced and upheld as one of which we 
may be proud, and through which we may be plenteously re- 
warded. 
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EX)rrORIAL 
Corporations and the Coininon People 

It is a thousand pities that the ordinary nun of ordinary 
means, who in the aggregate is designated "the common people/' 
ha3 not considered the logical result of the campaign of "trust- 
busting" which has spread over the country during the past 
few years. It sounds very well to decry and defame railroads, 
industrial corporations and the like ; and it generally carries with 
it a certain amount of prestige among critics at the comer 
grocery. Unfortunately the effect of this sort of tirade is not 
confined solely to that ancient seat of political criticism, but 
the orator may find a ready audience in places where it might 
reasonably be expected that a higher degree of wisdom would 
prevail 

So long as the idea of attacking the railroads and industrial 
corporations is restricted to abstract discussicui there may be no 
valid objection to it. There comes a time, however — and unfor- 
tunately that time has cc»ne — ^when this insensate attack reaches 
the point where it will do vast harm. When the legislators of 
state and nation are imbued with the idea that every combina- 
tion of capital or enterprise is a menace to the public weal, the 
welfare of the country is seriously inq)erilled; and when the 
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conception comes to birth no one knows what irreparable dam- 
age may be wrought. 

It is difficult to understand how any nation can tolerate for 
a moment a propaganda which has for its avowed object the 
destruction of corporate enterprise; and yet in this land with 
its one hundred million people, there is probably a great ma- 
jority which would express itself against any sort of corporate 
endeavor as opposed to individual effort. 

Let us look for a moment, however, at the inevitable out- 
come of any course of action leading to the destruction of rea- 
sonable combinations of interests. If we study this matter care- 
fully we shall find that the man in the street, the man in the club, 
in fact nearly every voter at the polls has a vital and personal 
interest in the maintenance and integrity of corporate enterprise. 
This is not an affair solely concerning the rich or even the 
moderately well-to-do. It affects directly every man who has a 
dollar on deposit in a savings bank and every man who has set 
aside a portion of his income for the protection of his family 
in the event of his death. It has been estimated that the sav- 
ings banks and insurance companies of the cotmtry have ap- 
proximately two billions of dollars invested in railroad and in- 
dustrial bonds. It has also been estimated that approximately 
twenty million people are interested in the stability of these 
two kinds of fiduciary institutions. Every man who has a sav- 
ings bank account or an insurance policy is affected by the con- 
dition of the bonds of railroads or industrial concerns. 

For a long time it has been a favorite pastime to attack 
railroads and other corporations in the belief that they were 
amassing enormous sums of money at the expense of the com- 
mon people. It has been asserted time and again that the rail- 
way rates are too high or that the cost of necessary commodi- 
ties is excessive, and it has been easy to point to the stupendous 
fortunes which have been accumulated by a few individual men ; 
but the truth of the matter is that every man in the country, 
be he rich or poor, has an interest personal and intimate in the 
upbuilding of great conunercial undertakings and in the main- 
tenance of this country's prosperity. It seems as though some 
strange hallucination had overspread the cotmtry. Every sttmip- 
orator finds that he has only to utter the most absurd denuncia- 
tions against the corporations in order to obtain the ear of the 
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multitude and the applause of the unthinking. Yet if there 
were no corporations the condition of the country would be de- 
plorable and every man in it would find himself in an infinitely 
worse position than that in which he stands today. 

It is admitted frankly that there should be and must be some 
control of the activities of railroad and other corporations. 
There should be the strictest supervision of the issuance of 
securities; the mad financing of former years must be avoided 
in the future; but the way to prevent wild-cat schemes and the 
consequent defrauding of the public is not by a wholesale con- 
demnation of every corporate enterprise, but rather by a wise 
discrimination between methods worthy and unworthy. Al- 
ready it is possible to discern a slight revulsion of feeling against 
the theory that all corporations are a fit butt of attack. People 
are beginning to wonder whether or not it is wise to deprive 
every corporation of every means of livelihood. The condition 
of the stockmarket, the steady decline of bond values, the ob- 
vious decrease in the country's purchasing power — shown by the 
recent trade returns — ^all these and other things are having effect 
and it seems as though the public itself (which has been so 
vociferous in its demand for the strangulation of the so-called 
trusts) were beginning to see there may be combinations of 
capital which are for the good of the nation at large. This feel- 
ing no doubt will spread and sooner or later will be heard in no 
mistakable manner at the polling booths ; but the one point (which 
although most important seems to have been entirely overlooked) 
is that every one of us has a direct interest in combating anything 
which makes for the restriction of corporate activity within too 
narrow limits. 

It is the proud boast of the United States that its volume of 
savings deposits is the greatest in the world. The phenomenal 
growth of our great insurance companies has been another source 
of pride. In order to protect the funds of the people invested 
in these two classes of institutions, state legislatures have speci- 
fied the media of investment permissible, and a great portion 
of the funds of both has been invested in railroad and, in many 
states, in industrial bonds. Yet we find these same legislatures 
and these same people whose funds are concerned clamoring for 
destruction of the very corporations upon whose securities so 
much depends. It is a strange anomaly and when the chronicle 
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of this time comes to be written the historians will find it dif- 
ficult to reconcile or to explain the extraordinary contradiction. 

It may be argued that the just way to convince the public 
of the unwisdom of so persistent an attack against legitimate en- 
terprise is to allow nature to take its course, but we belteve that 
there is a better way. 

There should be an effort to educate fte public before worse 
harm is done, and by every sign and token the time for educa- 
tive eflFort is here. 



The Students* Department 

On another page of this number of Tnt Jouknai. op Ac- 
countancy will be found the fifth instalment of the Student/ 
Department under the able editorship of Mr. Se)miour Walton. 
When the department was begun in the January issue we con- 
gratulated our readers and ourselves upon the good fortune of 
obtaining Mr. Walton's assistance. The result more than justi- 
fies that congratulation. From all parts of the country we are 
receiving letters of commendation and the department bids 
fair to become what it was intended to be, namely, the last word 
in accountancy education for the aspirant to C. P. A. honors. 

One point, however, should be impressed upon the readers of 
The Journal. The Students^ Department is not intended to be 
solely an ex cathedra statement. It is desired that it should be a 
forum for the discussion of accoantancy with a particular bear- 
ing upon the problems and difficulties which confront the student. 
In order to be this it is necessary that students and others should 
feel free to write to Thk Journal, asking questions which occur 
to them and making suggestions which may be of value to 
others who are in search of accounting knowledge. Therefore, 
we cordially invite correspondence and are confident that the 
editor of the Students^ Department will find it a pleasure to reply 
to questions asked and to render assistance to those who are in 
need of it. 
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Against Departmental Reforms 

At the end of the urgent deficiency bill recently enacted by the 
congress of the United States appears the following interesting 
and instructive section : 

"Sec 4. That no part of any money appropriated in this or any other 
act shall be used for compensation or payment of expenses of account- 
ants or other experts in inaugurating new or changing old methods of 
transacting the business of the United States or the District of Columbia 
unless authority for employment of such services or payment of such 
expenses is stated in specific terms in the act making provision therefor 
and the rate of compensation for such services or expenses is specifically 
fixed therein, or be used for compensation of or expenses for persons, 
aiding or assisting such accountants or other experts unless the rate of 
compensation of or expenses for such assistants is fixed b^ officers or 
employees of the United States or District of Columbia having authority 
to do so» and such rates of compensation or expenses so fixed shall be 
paid only to the person so employed." 

It is impossible for the ordinary layman of moderate men- 
tality to ascertain exactly what congress had in view when it 
decided to enact so remarkable a provision. Representatives of 
the American Association of Public Accotmtants took the trouble 
to go down to Washington and point out to some of the mem- 
bers of both houses the fallacy of such a law and the effect which 
it would have upon the employment of expert accountants, but 
so far as can be discovered there was no valid argument in favor 
of the proposition except a certain deep-seated and apparently 
ineradicable fear that someone would be overpaid. We all know 
that such a thing has never been known to happen on Capitol 
Hill, therefore anything which would savor of special interest 
or monopoly or of any of the other hobgoblins which are used 
to frighten a timorous public must be prevented at all hazards — 
but, to be quite frank we think that the gentlemen who are re- 
sponsible for the regulation somewhat mistmderstand condi- 
tions. 

For a long time it has been the eflFort of accountants to do 
away with the Old practice of a flat contract rate for accotmting 
services, laboring under the impression that it is infinitely better 
for the man who buys services to pay for exactly what he re- 
ceives rather than to pay a lump sum which may be too little or 
too much (and it may be said in passing that contracts are not 
apt to err on the side of underestimation). 

The case was well presented by the president of the Ameri- 

371 



Digitized by 



Google 



The Journal of Accountancy 

<an Association in a brief submitted to the committee on ap- 
propriations of the United States senate, and in view of the 
importance of the question at issue we append the full text 
of the brief. 

There seems to be little to add to the arguments adduced by 
Mr. Montgomery. Since his brief was presented the bill has 
become law and for the present at least there is no likelihood that 
this absurd provision will be repealed. In the meantime it is 
improbable that accountants will be largely employed and the 
country will lose the service of experts which many of us think 
>could be profitably utilized. 

We believe that no accounting firm has ever made a vast 
amount of profit out of government work. In many cases work 
has been undertaken practically at cost. Therefore from a 
financial point of view the new law will not work any hardship 
upon accountants but it is a sad commentary upon the congress 
of the country that in this year of grace it should adopt a rul- 
ing so diametrically opposed to the spirit of the age. 



Memorandum on the right and desirability of experts to chargs 
higher rates for the services of their assistants than the com- 
pensation directly paid to such assistants. 

By Robert H. Montgomery, 

President, American Association of Public Accountants 

The employment of so-called "experts" has greatly increased during 
•recent years. These "experts" include professional engineers, public 
service management associations, chemists, accountants, statisticians and 
others. The increased call for their services by public and private clients 
of the very highest intelligence, official position and business standing 
proves without further argument that the necessity for such services 
exists, and the services rendered must at least approximate the expecta- 
tions of clients or the demand would diminish instead of increase. 

The service cannot continue if it should become the practice for a 
dient to insist upon the right to deal directly with the organization of the 
"expert," the term "organization" including not only the individual mem- 
bers of the staff employed upon a particular engagement for a client but 
necessarily includes the office employees, such as stenographers, typists, 
proof readers, telephone operators, office clerks, et al. 

Furthermore, an organization of the size now demanded to^ care 
.adequately for important and confidential engagements must maintain 
commodious offices, equipped with modern mechanical devices, and fire 
and burglar proof filing facilities, and such an organization is ex- 
pensive — ^more so than may be necessary to meet the minimum demands 
upon it. The office staff receive higher compensation than may be 
'deemed to be necessary by those not familiar with all of the aspects 
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of the question, but unless the organization is maintained upon the 
basis of ability to take care of maximum requirements it will completely 
break down at the very moment when the necessity for it? existence is 
greatest. 

Although dealing with professional services the principle involved 
is paralleled by business organizations which are held up as models of 
the highest efficiency. The owner of an iron furnace in selling pig 
iron would resent the suggestion of a prospective purchaser to pay 
wages directly to the laborers who made the iron. He would very 
properly suggest that the cost of iron includes items of depletion of 
mines, use of plant, supervision of executives and clerks and similar 
charges. A banker who lends money at five per cent would resent the 
suggestion of a borrower that he pay direct the two per cent which the 
banker pays upon the balances of his depositors. A lawyer who charges 
a fee would resent the suggestion of his client to pay his clerks or other 
office employees. 

The suggestion is made, however, that public accountants whose 
services are required by departments of the federal government shall 
delegate to the government the payment of their assistants, thus in 
effect imposing upon the latter the very doubtful policy of accounting 
to their employers for the difference between their normal salaries and 
the amount received from the government. It is obvious that such a 
system would demoralize an otherwise efficient staff. The per diem rate 
paid by the government covers many elements besides the specific or 
pro rata per dtetn salary accruing to the accountant who is a member of a 
staff of accountants. There must be a considerable margin for unem- 
ployed time, sickness and vacation of the individual employed, as well 
as a proper proportion of the expenses of maintenance of die organiza- 
tion referred to above. 

It cannot be urged that the government can ever secure the services 
of competent accountants who will be free from these "over-head" 
expenses. If an accountant is practising alone and is therefore not 
obli^el to account to any one else for the per diem received for his 
services, his "over-head" is relatively higher than is the case with a firm 
of accountants maintaining a large staff. The service demanded from 
practitioners of any profession requires that they be available when 
needed. The existence of a large number of solitary practitioners, 
without offices and office facilities, could never avail for sporadic demand. 
If the service is of a continuous character, a i)ermanent staff should be 
organized. If the demand is intermittent, as it inevitably is, those re- 
quiring the services must know where to find competent men. It so 
happens that the work is not onljr intermittent but it is of a character 
which demands the highest possible ability to perform. Accountancy 
is a profession which calls for long practical experience as well as 
theoretical and technical training, otherwise in undertaking an important 
investigation the untrained man will be acquiring his experience and skill 
as he goes along, and at the expense of some one else, instead of start- 
ing in with it. Cases are not infrequent where investigations conducted 
by inexperienced men cost many times as much as those undertaken by 
experienced men who know what to eliminate and what to do. 

Obviously, the inexperienced must gain experience but it can be done 
efficiently and economically, rather than at the cost of the government as 
would be the case if the proposed bill becomes a law. For instance, 
suppose a specific investigation is to be undertaken. It is estimated that 
six accountants should be employed. It might be possible to secure the 
services of six detached and otherwise unemployed accountants at $15.00 
a day each, or any one of several firms of accountants could furnish an 
experienced senior at $50.00 a day and five assistants at $15.00 a day 
each. In one case the government would pay $75.00 a day — in the other 
case $125.00 a day. Now about the results? The individuals would 
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have no responsibility except to themselves; they could work or quit 
as they liked. They could not have back of them an established organiza- 
tion with its attendant expense or they would not be working for $z5.oci 
a day. They could not have long and varied experience or they would 
not be available. In other words, it would be a gamble, pure and simple — 
"Heads I win, tails you lose" for the men as against the government 
It might easily be that at the end of the engagement the men would have 
acquired valuable training and be better equipped for the next time, 
but it surely would take them twice as long and the results would not be 
as dependable as if the investigation were conducted along scientific 
lines. 

If the $50.00 a day man were in charge of five others at $15.00 a day 
(or at any other rate) the government would have, in effect, the benefit 
of the services of six $50.00 a day men. One thoroughly qualified ac- 
countant can readily supervise the work of a number of others. There is 
more or less detail in investigations. It can be done in a $50.00 a day 
way or in a $15.00 a day way. If the $50.00 a day man is in charge of 
his own assistants all of the work will be done his way and time will 
not be lost in experiment, duplication and wholhr unnecessary work. 

True, the $15.00 a day men will not be paid $90.00 a week salary, but 
the^r wiU not work 313 days a year, and all of the expenses of the or- 
ganization to which they belong will have to be paid before any part of 
the difference between their salaries and $15.00 a day can be considered 
as profit As a matter of fact some of the assistants might receive very 
low salaries, and if the English custom can be adopted here some of them 
may pay their firms instead of being in receipt of a salary. 

It has never been contended that the work of a law clerk, serving his. 
apprenticeship, should not be charged for by a lawyer — ^the work per- 
formed, the service rendered have been and always must be the measure 
of compensation. .To put professional services on the plane of trade 
unions with a uniform wage for a far from uniform service would be 
ludicrous. The most expensive workmen frequently are those to whom 
the lowest compensation is paid. The most economical are those to whom 
the highest compensation is paid. The higher a man stands in his pro- 
fession the more jealously he guards his reputation, the more anxious 
he is to give a quid pro quo. 

If the provision in question is enacted into law it will automatically 
put beyond the reach of the government the most skillful and experi- 
enced professional men, thus depriving it of services which might be of 
unquestioned advantage and profit. On the other hand, the demand for 
expert services is so insistent and general that such services will be 
secured, and, if competent men cannot be found, incompetent and in- 
experieQced men will be employed to the detriment of the government in 
respect of results achieved. And the inferior work, inevitable under 
such conditions, will cost more than if a way is found to retain the 
services of qualified practitioners. 



374 



Digitized by 



Google 



American Association of Public Accountants 

R^ui«Ax Sbmi-Annuai« Meeting ot Trustees 

The regular semi-annual meeting of the board of trustees of the 
American Association of Public Accountants was held at ii a. m., Mon- 
day, April 13, 1914, at the Lawyers Club, 115 Broadway, in the city of 
New York. 

Present : 

President R. H. Montgomery in the chair 
Messrs Carl H. Nau (treasurer) 
John A. Cooper 
H. S. Corwin 
W. S. Davies 
J. B. Gcijsbeek 
J, S. M. Goodloe 
T. U. Hare 

E. L. Hatter 
a E. Lord 

F. C. Manvel 
E. P. Mox^ 
W. H. Rand 
W. E. Seatree 
E. W. Sells 
E. L. Suffcm 
W. F. Weiss 

A. P. Richardson (secretary) 

The minutes of the preceding meeting were approved. 
The following reports were received: 

Report of the treasurer 

" " ** secretary 

" " " executive committee 

" " " committee on accounting terminology 

" " " committee on Journal 

" " " committee on state legislation 

" ** " special committee on professional ethics 

Oral reports were made on behalf of the committee on annual meet- 
ing, the committee on arbitration, the committee on education, and com- 
mittee on federal legislation. 

A letter was read from the New York State Society of Certified Pub- 
lic Accountants covering a report of a committee of that society and re- 
questing that the by-laws of the American Association of Public Account- 
ants should be altered so that no dues should be exacted by the associa- 
tion on account of: 

I. Members-at-large of the American Association, who are likewise 
members of this society and who pay their own dues direct to said 
association. 
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2. Junior members as they cannot have representation in the American 
Association. 

3. Members who cannot be admitted to fellowship in the American 
Association by reason of the requirements of said association; and it 
should be borne in mind that certified public accountants certificates are 
now issued in this state only to those who have had at least two years 
of accounting practice in the office of a public accountant. 

It was pointed out that the first two classes of members mentioned 
do not at present pay dues to the association. 

The secretary read a brief prepared under instructions of the executive 
committee setting forth the history of the relations between the American 
Association of Public Accountants and the New York State Society 
of Certified Public Accountants. 

After discussion it was moved, seconded and unanimously carried: 

That the committee on constitution and by-laws be instructed to pre- 
pare for submission to the next annual convention of the association the 
following proposed amendments to article V of the by-laws. 

Section 4 shall be amended to read as follows : 

"No dues shall be required to be paid by any state or district society 
for those of its members who may not be entitled to become society 
fellows of this association, unless at their own request they shall become 
associates of this association." 

Existing sections 4, 5 and 6 shall be advanced one number and shall 
read sections 5, 6 and 7 respectively. 

Article II, section 7 of the constitution shall be amended to read as 
follows : 

"Upon the admission to membership of any fellow or associate in 
any state or district society which has been admitted to this association 
the secretary thereof shall report such member to the secretary of this 
association, provided such member shall possess the qualifications neces- 
sary for his admission as a fellow to this association, but not otherwise, 
unless such member shall himself request that he be admitted as an 
associate and upon his election by the board of trustees such member shall 
become a fellow or associate of this association subject to the provisions 
of sections 2 and 3 of this article. Society membership in this associa- 
tion shall cease when any member ceases to be a member of any constitu- 
ent state or district society." 

And all articles or sections of this constitution and by-laws in conflict 
with these amendments shall be null and void. 

The committee on membership submitted its report and the following 
were elected members of the association: 

Missouri Society of Certified Public Accountants: 
Fellow : 

W. W. Rankin, C. P. A. 

Ohio Society of Certified Public Accountants: 
Fellows : 

John B. Geijsbeek, C. P.A. 
Charles Byron Williams, C. P.A. 

Oregon State Society of Certified Public Accountants: 
Fellows : 

Albert Lester Andrus, C. P.A. 

George Parker Clark, C. P. A. 

Max Crandall, C. P. A. 

Joseph Gundry Gillingham, C. P. A. 

C. A. Mackenzie, C.P.A. 

Seth L. Roberts, C. P. A. 
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Minnesota Society of Public Accountants: 
Fellow: 

Frederick G. Colley, C.P.A. . 

Associates : 

Clare L. Rotzel, CP^ 
William Guthrie, C P. A. 

Certified Public Accountants of Massachusetts, Inc.: 
Associate : 

W. Chester Gray, C. P. A. 

Washington Society of Certified Public Accountants: 
Fellows : 

H. W. Carroll, C.P.A. 

J. D. Currie, C P. A. 

A. S. Hansen, C. P. A. 

George W. Klinefelter, jr., C. P.A. 

S. Edwin Linz, C. P. A. 

W. Mayors, CP.A. 

E. J. Miner, CP.A. 

Wisconsin Association of Public Accountants: 
Fellows : . 

Leslie S. Everts, C. P. A. 
Arthur G. Jones, CP.A. 
Carl Penner, C P. A. 
John E. Reilly, CP.A. 
Edward H. Schroedcr, C P. A. 

Delaware Society of Certified Public Accountants: 
Fellows : 

W. A. Clader, CP.A. 
Clifford E. Iszard, C P. A. 
T. Whitney Iszard, C P. A. 
Edward M. Stradlcy, C P. A. 
Peter T. Wright, CP.A. 

The chairman of the committee on membership reported that applica- 
tions for membership from the New York State Society of Certified Public 
Accountants, the Virginia Society of Public Accountants, Inc., and the 
Colorado Society of Certified Public Accountants had been received after 
the meeting of the membership committee. 

Action was deferred until the trustees' meeting in September. 

A communication from Mr. J. S. M. Goodloe relative to the Ohio 
Society was referred to the executive committee for action. 

The names of fellows at large who under the revised by-laws had 
ceased to be members for failure to pay their dues within five months 
after the annual meeting were read. 

' The deaths of Messrs. Joseph H. Kingwill of Colorado and Charles 
Lewer of Pennsylvania were announced and resolutions of regret and 
sympathy were passed with instructions that copies thereof should be 
transmitted to the respective families. 

Meeting adjourned. 
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Income Tax Department 

Edited By John B. Niven, C. P. A. 

The rulings published by the treasury department since the last issue 
of The Jouxnai«, are printed as usual in this number, and are as follows : 

Ruling No. 1956 which provides for inquiries addressed to Wash- 
ington to be answered in the offices of collectors. 

Ruling No. 1957 which holds that the income of partnerships as such 
is not subject to tax, nor according to the provisions relating to deduc- 
tion at the source, but that partnerships have to file certificates as evi- 
dence of ownership in ordinary course. 

Ruling No. i960 which gives an interpretation of the provision of the 
law designating the interest to be deducted in the returns of corpora- 
tions. This was referred to in last month's Jouknai«. 

Ruling No. 1961 which provides for the ownership of bonds by 
fiduciaries having the control of more than one estate, being declared 
on the one certificate. 

Ruling No. 1962 which reminds collectors and others that income 
tax returns are inviolably confidential. 

Ruling No. 1965 which directs that payment of tax retained is not 
to be accepted from the withholding agent until the thirty days allowed 
for reclaiming have expired. 

Ruling No. 1967 which advises that corporations exempt from taxa- 
tion are also exempt from the provisions relative to withholding agents. 



TREASURY RULINGS 
(T. D. 1956 February 14, 1914) 

Inquiries relative to the income tax covered by regulations and rulings 
to be answered by collectors. 

A large part of the volume of correspondence coming to this office 
asking for information relative to making return and ascertainment of 
net income, etc., for the income tax, is sufficiently covered by regulations, 
and should be answered in the offices of collectors. 

Collectors have been furnished with copies of regulations No. 53, 
and will be advised from time to time of additional rulings in income- 
tax matters. 

Collectors are therefore advised that letters coming to this office 
asking for information which should be supplied by collectors in ac- 
oordance with instructions and regulations furnished them will be re- 
ferred to collectors for reply and writers of the letters advised of the 
reference. Collectors, upon receipt of letter referred to them by this 
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office, will give immediate attention to the subject-matter of the inquiry, 
in accordance with the regulations and instructions bearing upon the same. 



(T. D. 1957 March 12, 1914) 

Partnerships are not subject to income tax, but are required to file certifi- 
cates of ownership of bonds, etc., in connection with coupon and 
registered interest payments to prevent withholding of their income 
at the source. 

Referring to the following provision in paragraph D of the income- 
tax law — 

That any persons carrying on business in partnership shall be liable 
for income tax only in Uieir individual capacity, and die share of the 
profits of a partnership to which any taxable partner would be entitled 
if the same were divided, whether divided or otherwise, shall be returned 
for taxation and the tax paid, under the provisions of this section, and 
any such firm, when requested by the commissioner of internal revenue, 
or any district collector, shall forward to him a correct statement of such 
profits and the names of the individuals who would be entitled to the 
same, if distributed — 

it is held that the income of partnerships per se is not subject to the 
income tax. The provisions of the law "relating to the deduction and 
payment of the tax at the source of income" do not apply to the income 
of partnerships as such. Taxable members of partnerships will be re- 
quired to account, in their individual returns, for their respective shares 
or interest in the partnership profits, whether the same are divided and 
distributed or not. 

Partnerships owning "bonds and mortgages, or deeds of trust, and 
other similar obligations of corporations, joint stock companies or 
associations, and insurance companies," shall file certificates of owner- 
ship, in form looi, evidencing the fact of partnership ownership when 
presenting for collection or payment coupons or interest orders for 
interest upon said obligations; and when such certificates are filed, the 
tax on such interest payments to partnerships shall not be withheld. 

The last sentence in article 14, page 35, and article 47 of income tax 
regulations No. 33, providing for claim by partnerships for deduction 
for legitimate expense incurred in conducting the business of a partner- 
ship, are hereby superseded and repealed. 



(T. D. i960 March 18, 1914) 

Corporations are allowed by law to deduct interest actually accrued and 
paid within the year on an amount not in excess of paid-up capital 
stock outstanding at the close of the year, plus one-half the interest- 
bearing indebte&ess then also outstanding. 
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Your attention is called to that provision of the income-tax law 
designated as the third deduction, subdivision (b), paragraph G, read- 
ing as follows : 

The amount of interest accrued and paid within the year on its in- 
debtedness to an amount of such indebtedness not exceeding one-half 
of the sum of its interest-bearing indebtedness and its paid-up capital 
stock outstanding at the close of the year, and if no paid-up capital stock, 
the amount of mterest paid within the year on an amount of its in- 
debtedness not exceeding the amount of capital employed in the business 
at the close of the year. 

It is held that in the case of a corporation having capital stock this 
deductible interest is interest actually accrued and paid within the year 
on an amount of indebtedness not exceeding the paid-up capital stock 
outstanding at the close of the year, increased by the addition thereto 
of one-half the interest-bearing indebtedness outstanding at the dose 
of the year. 

The qualifying phrase, "outstanding at the close of the year," appear- 
ing in the foregoing quotation, is held to apply to both paid-up capital 
stock and indebtedness, and "one-half the sum of qualifies only the in- 
debtedness, which indebtedness, like the paid-up capital stock, is re- 
quired by the law to be reported, in making return of annual net income, 
as outstanding at the close of the year. 

If no indebtedness is outstanding at the close of the year, the maxi- 
mum deduction allowable on account of interest paid will be the amount 
of interest actually accrued and paid on an amount of indebtedness not 
exceeding at any time within the year the entire paid-up capital stock 
outstanding at the close of the taxable year; that is, in such case, the 
paid-up capital stock, outstanding at the close of the year measures the 
highest amount of indebtedness upon which deductible interest can be 
computed. 

For the purpose of an allowable deduction, interest on the maximum 
amount of indebtedness, determined in the manner above indicated, can 
be computed upon such amount only for the time during which such 
amount of indebtedness is not in excess of the paid-up capital stock, in- 
creased by one-half the sum of the interest-bearing indebtedness out- 
standing at the close of the year. 

In any event, the amount of interest, in order to constitute an allow- 
able deduction, must not only be within the limit of the law as herein 
defined, but must have actually accrued and been paid within the year 
for which the return is made. 

In cases where no capital stock exists, the limitation as to deduction 
is confined to interest actually paid on an amount of indebtedness not 
exceeding at any time during the year the capital employed in the busi- 
ness at the close of the year. 

Any provision in the regulations heretofore issued inconsistent with 
the foregoing is hereby revoked. 
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(T. D. 1961 March 19, 1914) 

Forms 1015 and 1019 may be adopted so that but one certificate will be 
required to be filed with coupons from the same issue of bonds, the 
property of different estates or trusts. 

Under income-tax regulations No. 33, articles 39 and 70, fiduciaries- 
are required to file certificates on form 1015 or form 1019, according 
to the nature of the claim to be made by the fiduciary, for each issue- 
of bonds and for each trust. 

It is therefore provided that where fiduciaries have the custody and. 
control of more than one estate or trust, and said estates or trusts have 
as assets bonds of corporations, etc., of the same issue, said fiduciaries 
may adapt certificates form 1015 or form 1019 by changing the words, 
"estate or trust" in lines two and three of said forms to the plural, and 
inserting in the blank space provided in line three of said forms for the 
description of the estate or trust the words "As noted on the back 
thereof.'' In such cases the notation on the back of the certificate should 
show for each estate or trust (0) the name of the estate or trust, (b) the 
amount of the bond, (c) the amount of the interest. In all other respects- 
the certificates should be filled out as indicated thereon. 



(T. D. 1962 March 20, 1914) 

Information contained in income-tax returns to be treated as inviolably 
confidential. 

The attention of collectors of internal revenue, internal-revenue agents, 
and other officers concerned is invited to section 3167 of the United 
States revenue statutes, which prohibits the disclosure of information 
contained in income and other returns of internal-revenue taxpayers. 

All internal-revenue officers will preserve as inviolably confidential 
all income-tax returns, as the slightest infraction of law upon this sub- 
ject will be severely punished. 



(T. D. 1965 March 23, 1914) 

Advance payment of tax withheld by withholding agents not to be 
made prior to thirty days preceding the date on which the annual 
return is required to be filed. 

Attention is directed to note A appearing on the bottom of forms 
1012, I0i2r, 1043, and 1044, providing that- 
Withholding agents may, if they so desire, pay at the time this list 
is filed, to the collector of internal revenue with whom the list is filed^ 
the amount of tax withheld during the month for which the list is made^ 
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And to note A, form 1042, providing that — 

The amount of the tax withheld during the year for which the list 
b made, may be paid to the collector at the time the list is filed. 

In order that persons whose income tax is deducted and withheld 
and is to be paid at the source may have an opportunity to file with 
the source which is required to withhold and pay tax for them cer- 
tificates claiming the benefit of deductions and exemptions provided for 
in paragraph B and allowed in paragraph C of the law, withholding 
agents will not pay to collectors of internal revenue the tax withheld by 
them under the law until after the time for filing claims for deductions 
and exemptions has expired. See regulations No. 33, art 33, (a) and (6). 



(T. D. 1967 March 25, 1914) 

Organizations, etc., exempted by the first proviso of paragraph G of 
section 2 of the act of October 3, 1913, from payment of the income 
tax, are not subject to the provisions of the income-tax law as with- 
holding agents. 

This office is in receipt of several communications relative to the 
duty as withholding agents of religious corporations and other organiza- 
tions which are specifically enumerated in the first proviso of paragraph 
G of section 2 of the act of October 3, 1913. 

The language of said proviso is as follows: 

That nothing in this section shall appl^ to labor, agricultural, or horti- 
cultural organizations, or to mutual savmgs hznVs not having a capital 
stock represented by shares, or to fraternal beneficiary societies, orders, 
or associations operating under the lodge system or for the exclusive 
benefit of the members of a fraternity itself operating under the lodge 
system, and providing for the payment of life, sick, accident, and other 
benefits to the members of such societies, orders, or associations and de- 
pendents of such members; nor to domestic building and loan associa- 
tions; nor to cemetery companies, organized and operated exclusively 
for the mutual benefit of their members; nor to any corporation or 
association organized and operated exclusively for religious, charitable, 
scientific, or educational purposes, no part of the net income of which 
inures to the benefit of any private stockholder or individual; nor to 
business leagues; nor to chambers of commerce or boards of trade, not 
organized for profit or no part of the net income of which inures to the 
benefit of the private stocldiolder or individual; nor to any civic league 
or organization not organized for profit but operated exclusively for the 
promotion of social welfare. 

You are therefore advised that the words "this section" are held to 
refer to and mean the whole of section 2 of the act of October 3, 1913, 
which section comprises the income-tax law, and that the words "nothing 
in this section shall apply to" were intended to relieve such organiza- 
tions, etc., as properly come within the classifications referred to in the 
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proviso quoted, not only from the payment of an income tax but from 
every obligation or requirement imposed by any or all of the provisions 
of said section upon withholding agents. 



In the matter of Brushaber versus Union Pacific Railroad Co. referred 
to in last month's Journal, to accelerate progress in the case the motion 
for its hearing in the district court was by mutual consent dismissed and 
an appeal taken to the supreme court, which has been allowed. The case 
was immediately placed on the calendar and will be heard by the supreme 
court in due course. 
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Edited by Seymour Walton, C. P.A. 

Deferred Debits and Credits 

One of the advantages of the double entry system is that aU the 
elements of a business can be taken into consideration. Instead of being 
confined to cash receipts and disbursements applying entirely to the 
period in which the money was received or paid, the effect of any par- 
ticular item may be distributed to the period which must earn it if a 
profit, or which will receive the benefit from it, if an expense. These 
items in a balance sheet are carried as deferred debits or credits. They 
are assets and liabilities only in an accounting sense, as being advances 
made by the current year for account of the succeeding year, or obliga- 
tions of the current year that will have to be met by the succeeding year. 

These items are known as deferred charges to operation, accrued 
accounts receivable, deferred credits, and accrued accounts payable. They 
are of entirely different characters, and should never be lumped together 
in a balance sheet; much less should they be offset against each other 
when the total of the debit items happens to be virtually equal to the 
sum of the credit items. 

Deferred charges to operating are those items which have been paid 
during the current year as expenses of the business eventually, but 
which are applicable only partly to the year in which they were paid, 
since the effect extends beyond that year and inures to a certain extent 
to the benefit of a subsequent year or years. Thus, a five-year fire 
insurance policy taken out and paid for on July i of any year benefits 
only half of that year and equally benefits the next four and one-half 
years. The current year is therefore entitled to charge nine-tenths of 
the premium to the future, carrying it in its balance sheet as a deferred 
charge of unexpired insurance. In a sense it is a real asset, since a part 
of the amount can be realized as return premium by cancelling the policy. 
As a going business must keep up its insurance, the actual value of the 
policy is never considered. 

Interest paid in advance on notes payable or notes receivable dis- 
counted, when the notes are not due until some time during the next 
year, is a deferred charge proportionate to the time subsequent to the 
close of the current year. If the year 1914 enjoys the benefit derived from 
the use of the money provided by the year 191 3, it can legitimately be 
called upon to pay its share of the, interest paid to secure the money. 
This is equally the case with the loss suffered by the sale of an issue 
of bonds at a discount. The bonds are sold at a discount because the 
rate of yearly interest payable on them is too small to allow them to 
command par in the bond market As each year that the bonds are out- 
standing makes a saving in the amount of interest that it is called on to 
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pay, it must assume its share of the discount. In the meantime each year 
in turn carries as a deferred charge to the future the amount of bond 
discount remaining after this and the previous years have assumed their 
proportions by credits to bond discount and charges to bond interest. 

Accrued accounts receivable are those items which have been earned 
or have accumulated during one period but which are not payable until 
a subsequent period. Interest on customers' notes, when they bear interest 
from date, is an instance. The amount accumulated during the current 
year is an earning of that year, although it will not be collected until 
after the close of the year. Accrued interest on bonds held as an in- 
vestment is a similar item. The current year has an undoubted right 
to carry such accrued items as assets by considering them a charge 
against the year which will collect them. 

Deferred credits are those items for which payment has been re- 
ceived by a period which has earned only a portion of them. Prepaid 
subscriptions to a periodical are not an earning of the month in which 
they are paid. Only one-twelfth of each subscription is earned each 
month as the periodical is printed and issued to the subscribers. To take 
the whole amount as an earning of the month in which it is received as 
a credit to the earnings of that month would be unjust to the subsequent 
months which will have to bear all the expense of the copies issued in 
those months. Each month is entitled only to its share of the amount 
and must carry forward the balance as a credit to subsequent months. 
A fire insurance company must do the same thing with the premiums 
it receives, crediting the profits of each month with no more than its 
proportionate share, and carrying the rest of the premiums forward as 
a credit to unearned premiums or re-insurance reserve. 

Accrued accounts payable are those items to be eventually paid which 
have accumulated or have been incurred in one period for which pay- 
ment is not due until a subsequent period. Interest on demand notes 
payable, or on open accounts payable, not payable until the principal is 
paid, cannot be considered entirely as an expense of the period which 
pays it, if a previous period has enjoyed the use of the money for a part 
of the time. The previous period must charge its interest account and 
credit accrued accounts payable, or accrued interest payable, as a credit 
to the subsequent period which will pay it, and which is thus relieved to 
that extent of the interest burden. 

The most important of these accrued accounts payable are accrued 
bond interest, when a company has a large issue of bonds outstanding, 
and accrued taxes. Because coupons may not be due for one or more 
months after a statement is made, accrued bond interest is often ignored 
in the profit and loss statement and the balance sheet, although it seems 
self evident that each month must be charged with its proportionate share, 
since it is credited with its net earnings from operation. 

Taxes are very frequently treated in an entirely erroneous manner. 
If they are paid, as in Illinois, on or before April 30, they are often 
considered as taxes for the year in which they are paid, and two-thirds 
of the amount paid is called taxes paid in advance. In C. P. A. problems 
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we often find debit balances under that name. It may be possible that 
in some states this may be true, but in Illinois and many, at least, of the 
other states, taxes are never paid in advance. The taxes paid in April, 
1914, are the taxes for the year 191 3. They had all accrued on Decem- 
ber 31, 191 3, and in the balance sheet of that date they should appear 
for their full amount as an accrued account payable under, the heading 
of reserve for taxes, or accrued taxes. In a monthly closing system, there 
would be four months' more taxes added to the credit of the reserve, so 
that by the end of April the reserve would represent the taxes for six- 
teen months. Charging the taxes paid to the reserve account would 
leave that account with a credit balance representing the taxes for the 
four months of the new year. Since the amount of the tax cannot be 
known at the beginning of the year, the reserve is usually based on the 
last year's tax and is adjusted when the tax of the current year is 
ascertained. 

Differences in Nature of Deferred Items 

Because some of these items are debits and others are credits, it is 
often claimed that they can be offset against each other when the total 
debits are virtually equal to the total credits. An analysis of their nature 
will prove this view to be erroneous. A deferred charge to operating is 
only technically an asset. It will never be realized in cash, but will 
simply be taken care of by being charged against revenue in the succeed- 
ing period. An accrued account receivable is considered to be collectible 
in cash and, therefore, is a real asset whose realization is merely delayed. 
A deferred credit is not payable in cash, but is to be taken up into 
revenue at the proper time. An accrued account payable must be paid 
when it becomes due. It is a real liability whose pajrment is temporarily 
deferred. It would be manifestly wrong to offset nominal assets against 
real liabilities. Even in the case of accrued accounts receivable that are 
supposed to be actually collectible and accrued accounts payable that 
must be eventually paid no offset should be made, because the business 
is obliged to pay its own debts, and it may not be able to collect all 
the amounts due to it Besides, the time at which accounts are due 
may make a difference. Accrued wages payable will be due within a 
few days, while accrued interest receivable may not be due for two or 
three months. Owing to this difference in character, the different classes 
of deferred items should be specified in a balance sheet, and not lumped 
under general terms of deferred debits and deferred credits. In a busi- 
ness which both receives and pays interest, there should be two interest 
accounts kept, interest receivable and interest payable, so that the total 
of each may be readily known. 

To offset deferred items, even when they are of the same nature, 
is no more logical than to offset creditors against customers and thus 
to show net accounts receivable. In the automobile business customers 
will frequently make cash deposits to secure delivery of cars in the 
future. If these deposits are credited to their accounts in the customers' 
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ledger and the balance of that ledger is shown in the balance sheet net 
as accounts receivable, this kind of an offset is made, and a false state- 
ment is the result. The deposits are positive liabilities, while the real 
accounts receivable are subject to shrinkage from bad debts. The 
deposits should be placed in a separate account and should appear in the 
balance sheet as a liability under the head of advance deposits. 

Treatment in the Books 

It is contended by many, probably by a majority even of accountants^ 
that a special account should be opened with each one of these deferred 
items, whenever the books are closed. Wages account is charged and 
accrued wages account credited with the proper amotmt, or insurance is 
credited and unexpired insurance charged, and so on. The result is that 
a large number of temporary accounts are opened on the last day or a 
period, only to be closed the next day by reversing entries. Sometimes, 
indeed, the accounts are not all closed again, but are carried through the 
ensuing year as unexpired insurance, or as we shall see, inventory of 
January i, which is absolutely without any meaning and represents noth- 
ing whatever after a comparatively short time. 

If there were any logical reason for this treatment, or any object 
gained, there would be no valid objection to the opening of these various 
accounts. The plea is made that there is a radical difference between in- 
terest as an expense of the business and interest paid in advance as an 
asset in the balance sheet, but there seems no valid foundation for it 
If we discount a note for $10,000.00 in bank and receive credit for 
$9,600.00, we charge interest $400.00 to balance. If we pay a demand note 
on which interest of $400.00 has accrued, we also charge interest $400.00. 
The account now contains two items, one of which is not really a present 
charge against revenue. If we close the books when the first note has 
run only one-quarter of the time to its maturity, we find that we have 
in the interest account the sum of $300.00 which has been paid in ad- 
vance. By bringing this amount down as a balance in the interest ac- 
count, we have simply shown on the books a fact that has always existed, 
that part of the account was paid in advance and part was not. In 
other words, the interest account is a mixed account, partly nominal to 
the extent that the interest covers the past, and partly real to the extent 
that it is an asset in the shape of a deferred charge against the future. 
Eliminating the nominal element by a credit to the account and a charge 
to profit and loss, we have the real element left as a balance in the 
account, not as a different kind of interest to be transferred to some 
other account To be logical, those who insist on the account being 
opened with interest paid in advance should carry that account always 
on the books, and should charge to it all prepaid interest, making trans- 
fers to the regular interest account each month as the time for which 
it was prepaid elapses. 

The trouble seems to lie in a lack of a clear perception of what we 
really do when we close a certain portion of the balance of such an ac- 
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<owat into profit and loss. We have fallen into the habit of saying that 
we credit the account with the portion that we expect to carry as an 
asset, or charge it with the amount that we have ascertained to be an 
accrued liability, but do we really do anything of the kind? A trick of 
speech does not make a principle, although some people seem to think 
it does. It is easier to say that the sun rose this morning than to state 
the true fact, but that does not change the astronomical law that the 
dawn is caused by the revolution of the earth on its axis. 

The treatment of inventories illustrates this point more forcibly than 
does anything else. 

Inventories 

At the end of the year we are told to credit our raw material account 
with the cost of the material on hand and then to credit the remaining 
balance. As each credit requires a debit, it is easy to see that the balance 
left must be charged to manufacturing cost, that is, eventually to profit 
.and loss. The question as to what debit affects the other credit is 
answered by opening an account with inventory and making the debit 
to that account. In other words, we are asked to insist that the sun 
rose in fact and not merely in colloquial parlance. For the truth is that 
the credit of the inventory to the material account is not a credit at all 
and does not need any offsetting debit. 

Our object in closing the material account, or any other account in 
which there is an inventory, is to ascertain how much material we have 
used in our manufacturing processes. If we were able to keep an abso- 
lutely accurate tally on the material during the year we would not need 
to pay any attention to the inventory. As the balance of the material 
account represents the total amount of material purchased, the elimina- 
tion of the amount used would leave as a balance the value of the 
material still on hand. As we seldom or never are able to tell with 
precision what has been used, we have to go at it backwards, that is, we 
have to find out first what the balance on hand is before we can determine 
how much we have consumed. Ordinarily we make all the necessary 
entries in an account in order to ascertain the balance to be brought 
down. In accounts involving an inventory we are obliged to find our 
balance first and then make the necessary entry, but that does not 
^change the real nature of the account. 

Therefore, the inventory is inserted on the credit side of the account 
not because it is a credit entry, but because it is a balance left on hand 
after the amount used has been eliminated. Instead of being entered be- 
fore the closing entry to profit and loss, it should be entered last as 
"balance, being inventory,'* and is then logically brought down as a 
debit balance in the account itself as a balance unconsumed. 

This is the only logical treatment, because it exactly expresses the 
fact that the inventory is unconsumed material purchases. When the 
material is purchased it is put into bins or other appropriate places. As 
.it is needed it is taken out. At the end of the year we find the balance 
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on hand in the places where we put the purchases. Why do we not do 
the same thing with the account on the books? If there is any inherent 
difference between inventories and unused purchases, we ought, to be 
strictly logical, to move all our goods of whatever nature on hand at 
the end of the year into one room with Inventory over the door, and then 
the next day move them all back again. That is what we do when we 
charge them to an inventory on the books. 

As the purchase account shows the total of the goods purchased to 
date, the balance of that account would indicate the amount used, if 
nothing was left on hand. The actual amount used is the balance, less 
the quantity left on hand — that is, the inventory. Theoretically, the 
inventory is, therefore, a deduction from the total purchases, and not a 
credit to them. This is the treatment given it when a revenue statement 
is prepared, showing first the net sales, then the cost of the goods sold, 
and so on. To the inventory at the beginning is added the net purchases, 
and from their sum is deducted the inventory at the end, to ascertain 
the amount used. By treating the inventory at the end as a balance to be 
brought down, this theoretical method is exactly followed in the books. 

As the inventory is the balance of the purchases of material or other 
goods unused or unsold, so unexpired insurance is the balance of in- 
surance on hand covering a certain portion of the future, the amotmt that 
was charged to profit and loss being the cost of the insurance protec- 
tion for the period just closed. In exactly the same way, a certain amount 
of the interest paid in advance, or of the discount on bonds issued, 
has been taken up by a charge to profit and loss, in proportiom to the 
elapsed time, leaving a balance in the account to be carried forward to 
the next period. Accrued wages or accrued interest on bonds or on 
demand notes payable outstanding are just the same kind of wages or of 
interest as those which have been paid, and would not seem to need 
special accounts by which to segregate them. 

Objection is made to this method of keeping the accounts that it 
places in the balance sheet items that are apparently nominal accounts 
on the ledger. Persons making this objection seem to forget that there 
are many accounts that are called nominal, which in usual circumstances 
are really mixed. Wages, for instance, if they are paid up to Saturday 
night on Saturday, are closed in a nominal account at the close of busi- 
ness that day. By Monday night the account has become a real account 
by the liability for one-sixth of the wages for the current week. If the 
book.« are closed on Wednesday night, the real liability appears in fact, 
as it already existed in essence, by the credit to the account, and a charge 
to profit and loss, of the nominal element of wages used, which includes 
the wages for the half week which must be paid later. 

PuscHAses 

Many accountants consider that it is very important to show the 
amount of goods purchased during the year, and insist that a proper 
statement should begin with the inventory at the first of the year, the 
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purchases during the year and the inventory at the end of the year. They 
claim that the purchases made during the year are a guide to a knowl- 
edge of what purchases will have to be niade during the ensuing year. 
They seem to forget that the inventpry January i merely represented 
goods purchased prior to that date, and that when they say that the 
inventory January i, plus purchases, minus inventory December 31, equals 
amount used, they are really saying : purchases prior to January i, plus 
purchases since, etc. Why they should discriminate between goods pur- 
chased before and those purchased after January i does not appear to be 
very clear, except to show the totally irrelevant fact that a certain amount 
was purchased during the year. It is irrelevant, because the important 
thing to know is how much was used during the year, regardless of 
when it was bought 

The amount of material or other goods purchased in any year is no 
criterion of the amount that it will be necessary to buy in any other 
year. As the amount used during the year is an indication, in a normal 
business, of the amount that will probably be needed during the ensuing 
year, the inventory on hand at the end of the year becomes important, 
since its size will determine whether purchases will have to be heavy or 
light, in order to keep up the normal amount necessary for the business. 
The inventory at the beginning is of no importance at all, as it has 
long ago been merged with subsequent purchases and has entirely lost 
its identity. The practice that many indulge in of carrying the inventory 
of January i clear through the year as a separate item on the trial 
balance does not seem to have any justification either in theory or as a 
statement of facts. The same is true of unexpired insurance carried 
through the year. All other deferred items are usually thrown back 
into their appropriate accounts by reversing entries, but inventory and 
insurance are frequently carried through the year. 

While the transfer of these deferred items to special accounts may not 
be considered a serious mistake, it would appear to be useless, and to be 
important only as indicating the lack of a true perception of what the 
balances in the various accounts really are. The tendency of the present 
age is to eliminate useless entries, and in these cases the tendency may be 
encouraged for the reason that the entries are not only useless, but are 
also illogical. 

Principal and Income 

The complications arising in the settlement of questions as to what 
is principal and what is income are well illustrated in an answer re- 
cently published to a question involving the rights of life tenants and a 
remainderman. The following are the question and the published answer: 
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Pknnsvxvania 

(November, 1913) 

General Accounting 

Question i 

The dnly api>rai8ed inventory dated January x, xgxo, of the estate 
of John D. Hamilton, deceased, contained the following item : 

fD shares Plumbers National Bank 
100 each par value, at 550 $27,500.00 

The bank for a period of years has consistently paid semi-annual 
dividends of 12%. 

On February 1, 1910, the bank declared its usual 12% semi-annual 
dividend; wishing to increase its capitalization it paid the dividend in 
cash, and gave its stockholders the option of buying new stock at par 
to the amount of the dividend. 

The executors endorsed and returned the dividend cheque, receiving in 
exchange the six shares of new stock. 

Thereafter they sold stock as follows : 



I, 2 shares at 


$500.00 each 


3. 2 " 


495.00 


15. 4 " " 


480.00 



The income of the estate is payable to two sisters of the decedent, 
Helen H. Winter and Sarah H. Samuels, during their lives, and a brother, 
William B. Hamilton, is the residuary legatee. 

In respect to the above transactions snow the effect thereof u^n the 
interests of each of the three beneficiaries. Give your calculations in 
fuU. 

Answer to Question i 

In answering this question certain assumptions must be made, and for 
this purpose it is assumed, first, that the sisters survive to receive the 
amounts to which they are entitled; and, second, that the two shares 
of stock sold on March i, together with the two shares sold on March 
3 and two of the four shares sold on March 15, represent the six shares 
which have been purchased by the executors out of the amount of cash 
dividend received on February i, 1910. On the basis of this assumption 
the two sisters of the decedent, vis., Helen H. Winter and Sarah H. 
Samuels, are entitled to receive $1,475 each, representing in each case 
one half of $600 plus one half of the profits, aggregating $2,350^ arising 
through the sale of the six shares bought by the executors. These shares 
bought out of income still represent income and as such all amounts 
realized through sale thereof belong to the sisters of the deceased. In 
reference to William B. Hamilton, the remainderman, the amount which 
he will receive, on the basis of the same assumption, is reduced by $140^ 
by reason of the executors' transactions. This amount represents the 
loss arising through the sale of two shares of the stock sold on March 15 
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at $480 each, while the appraised value of each of these shares was 
$550. 

A summary of the results of the executors' operations together with 
the calculations producing the foregoing result is set forth as follows: 

Principal Account 

DR. 

The accountant charges himself with principal received, as follows: 

Jan. I, 1910 

Inventory and appraisement vis: 

50 shares stodc Plumbers National Bank at 550 $27,500.00 

CR. 

The accountant claims credit as follows: 

March 15, 1910 

Loss on sale 2 shares stock Plumbers National Bank: 

Appraised at $1,100.00 

Sold for 960.00 $ i^jOO 

Balance 27,500x0 

$27.SO0X» 

Balance as above $27,36aoo 

Composed of: 

48 shares stock Plumbers National Bank 

appraised at 550 $26,400.00 

Cash 960.00 $27,350.00 

Income Account 

DR. 

The accountant charges himself with income received as follows: 

Feb. I, 1910 

Cash received as dividend on 50 shares Plumbers National 

Bank stock $ 600JOO 

March i, 

Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. ist, 1910: 

Amount received $1,000.00 

Purchased for 200.00 8oaoo 

March 3, 

Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. ist, 1910: 

Amount received $ 990.00 

Purchased for 200.00 790.00 
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March 15. 

Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. ist, 1910: 

Amount received $ 960.00 

Purchased for 200.00 760.00 



$2,950.00 

CR. 

The accountant claims credit in distribution as follows: 

Helen H. Winter (sister) J4 $M75.oo 

Sarah H. Samuels (sister) J4 147500 $2,950.00 



COMMBNTS ON THE ANSWER 

A proper analysis of the question will show that the executors had two 
entirely different things to deal with when they collected the dividend 
cheque of $600.00. One was a cash dividend of that amount, which 
clearly belonged to the life tenants. It is a vital point that the dividend 
was paid in cash, and not in six shares of the capital stock at par. If 
it had been paid in stock there might be a claim that the whole value of 
the shares thus received would be income, but it was not so paid. The 
other thing with which the executors had to deal was the right to sub- 
scribe to new stock to the amount of the dividend. This subscription right 
is held by the stockholders, and is inherent in them, even if the question 
did not state that the bank "gave its stockholders the option of buying 
new stock at par to the amount of the dividend." 

The stockholder in this case was the estate. The life tenants were 
not stockholders, and not being stockholders, they possessed no subscrip- 
tion rights. The mere fact that the executors endorsed the dividend 
cheque and returned it in payment for the six shares has nothing to do 
with the principle involved. As a matter of fact, they had no right to 
use a cheque belonging to the life tenants, with which to pay for stock 
belonging to the estate. They should have paid for it with money be- 
longing to the principal, if there was any available. If there were no 
funds available, they could have borrowed the dividend cheque, only in 
case the life tenants agreed to lend it 

Mr. Wiu^iam F. Weiss, in his masterly and exhaustive paper on 
Principal and Income, says: "Rights or privileges given to stockholders 
to subscribe for new stock at less than its market value have a value in 
themselves and belong to the principal, as do the proceeds from the sale 
thereof. The gain from such sale will usually be about balanced by a 
decrease in value of the old shares." 

The crucial point is contained in the last sentence of the quotation. The 
estate held 50 shares worth $27,500.00. When it received the six shares, 
it held 56 shares worth $28,100.00, since the $600.00 paid must be added. 
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The new value is almost exactly $500.00 a share. Unless the estate re- 
ceives the six new shares, it has suffered a loss in market value, based 
on the old quotation, of $2,500.00 on the original 50 shares. This market 
value held for only the first sale of two shares, then broke for some 
unknown reason. It seems a little difficult to explain why this loss 
should fall upon the remainderman — even more difficult than to explain 
why, in the above answer, the remainderman was obliged to accept the 
sale at 480 as being his stock and not the sale at 500. 

The confusion arises from the difficulty of distinguishing between the 
money involved in a transaction and the accounting principle governing 
the transaction. Because the dividend cheque, which was income, was 
used to pay for the stock does not make that stock and its proceeds also 
income. The accounting principle involved is the question whether the 
subscription right was principal or income. The use of the dividend 
cheque merely constituted a loan from the life tenants, with or without 
their consent. 

This view of the matter does away with the necessity for any assump- 
tions such as are made in the answer, except the very obvious one that 
the life tenants were still alive. 

The total amount received from the sale of the eight shares was 
$3,910.00. Of fhis, $600.00 must be given to the life tenants to repay 
,tfae loan from them. The remainder, $3,310.00 belonged to the principal 
of the estate, to be conserved for the remainderman. 

Adjusting Monthly Statements 

I have been requested to answer the following question: 

"A manufacturing concern is departmentalized to the extent that it 
has a separate department for handling one class of its product while 
the balance is simply called 'regular.' 

"As fast as goods are manufactured for the special department 
they are passed on to the inventory of that department and 'regular* 
production credited at manufacturing cost. 

"Profit and loss, asset and liability and financial statements are issued 
monthly. Through an oversight some $1,400.00 worth of merchandise 
manufactured during a certain month for the special department is not 
carried into that inventory and is left out of the regular inventory. The 
three sets of statements are finished at the time the oversight is dis- 
covered. Should the person in charge of the statements refuse to change 
same because statements are late, and on what authority? 

"Also: the statements not being changed is it or is it not correct 
for the person informing the cost department to write that the profit 
and loss statement is 'our by the amount of the merchandise omitted." 

In my opinion, the person in charge of the statements has no right 
to refuse to change the statements, simply because his reports will be 
delayed in consequence. The omission of the $1400.00 worth of goods 
from the accounts entirely will falsify the results not only of the special 
department, but of the whole business as well, reducing the profit for the 
current month and increasing it to the same extent for the succeeding 
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month. In a comparison of the two months there will be a false in- 
crease of $2,800.00, unless the error is corrected at the beginning oi 
the second month through a surplus adjustment account. There would 
seem to be no excuse for sending out statements that were known to be 
wrong, unless the difference is too trivial to be worth noticing. Indeed, 
if the statements had already been sent out before the error was dis- 
covered, corrected statements should be prepared and sent to those re- 
ceiving the first ones, with the request that the first statements be de- 
stroyed, and the second ones substituted for them. 

The last paragraph of the question is not very clear. Taking it to 
mean that the omission of the amount of the inventory has thrown the 
profit and loss statement out to that extent, there is no doubt that this 
is true. If the amount had been included in the regular instead of the 
special inventory, the effect would have been to increase the profits of 
the regular department and to decrease those of the special department 
The net result of the whole business would have been the same. Leaving 
it out entirely reduced the profits of the special department and of the 
whole business for that month. 



Principal and Income 
By W. F. Weiss 

Comments on Request of Mr. Seymour Walton on the question and 
answer on the above subject published under the title: 

Pennsylvania - November, 191 3 

General Accounting - Question No. i 

and 
Answer to this Question No. i and Mr. Walton's 
"Comments on the Answer" - - - - 

As I substantially agree with Mr. Wai,ion's comments on the answer, 
my own comments therefore only take the form of an amplification of 
points and arguments supported by an expression thereof in the accounts 
affected. 

The accounts to be dealt with are only such of the executors and 
testamentary trustee as relate specifically to the transactions and benefi- 
ciaries involved. The several assumptions in the first part of the answer 
appear unnecessary under the question — ^not even that the life tenants 
survive. The question clearly requires the effect only "upon each of the 
beneficiaries" named. There is no special provision for the disposition 
of the income, in case of the death of the life tenants ; it is the dominat- 
ing issue of the question, therefore, that the executors and trustees are ac- 
countable to some one for the income — ^the life tenants or their heirs, 
executors or assigns. Assumptions beyond that would raise new issues, 
not within the scope of the question. 

The answer does not take into account, according to practice, procedure 

395 



Digitized by 



Google 



The Journal of Accountancy 

and precedent, one vital issue of the question, viz,, "that the bank gave 
its stockholders the option of buying new stock at par to the amount of 
the dividend." This dividend was 12% and of course on the par value 
of the stock. The estate appraised the actual value of the stock at 550. 
The option to the stockholders to buy new stock, at par, to the amount 
of the dividend, therefore had a value. Such options are generally and 
briefly called "rights." They are evidenced at times by announcements 
only — at times "rights certificates" are issued, which become negotiable 
when endorsed by the stockholder to whom they are issued. Rights be- 
long to the stockholders, and attaching to the stock are alway principal, 
and if sold the proceeds belong to the principal. Rights become valuable 
on account of accumulated surplus earnings; but the issue of new stocky 
for which only par is paid under such "rights," does not represent a dis- 
tribution of earnings — it merely increases the number of shares and 
dilutes the shares as they existed before. Rights, therefore, although 
valuable are not income. As Mr. Walton quotes from my treatise on the 
subject of Principal and Income, the gain from sale of rights (and there 
might be added, from the avail of rights) will usually be about balanced 
by a decrease in the value of the old shares. {Moss's Appeal 83, Pa. St, 
^—Biddies Appeal 99 Pa. St., 2y%— Mite's Devisees v. Hite's Bx'r. 93 
Ky., 257 — Greene vs. Smith 17 R. I., ^&—Peirce vs. Burroughs 58 N. H., 
302.) 

Rights attaching to the stock, the stockholders in this instance being 
the estate, the proceeds from the avail of the rights in this case belong 
to the estate — that is to the principal of the estate. The executors had two 
separate and distinct functions to perform in this case: (i) To receive 
the cash dividend and, this being clearly income, eventually to pay it to 
the life tenants to whom it belonged; (2) to avail, on behalf of the 
estate as stockholder, of the "rights" and purchase six new shares at par 
for account of the principal of the estate. The use of the dividend cheque 
for this purpose was in fact an act ultra vires, but, assuming they acted 
in good faith, they and the principal became indebted therefor to the 
income and in turn to the life tenants. 

Thus reviewing the theory and conclusions set forth in the answer that 
"the shares bought out of income, still represent income," it will have 
become clear that the purchase out of income was unauthorized and 
unwarranted in the first place; and, in the second place, that in fact the 
purchased new shares do not represent income but constitute part of the 
principal and as such the amount realized from their sale belongs to 
principal. The accounts in the answer therefore appear incorrectly stated. 

Holding to the question "to show the eflFect of the transactions upon 
the interests of each of the three beneficiaries," I append hereto, by way 
of illustration, a set of accounts with condensed postings about as they 
should show the several transactions and the resulting balances. Entries 
themselves and dates are omitted. The bracketed reference numbers 
indicate the corresponding debit and credit of each entry. 
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Bank Stock 

Dr. Cr, 

To principal-inventory(i) By principal cash (5) ... 

50 sh. P. N. Bk. 550 ..$27,500.00 Sale 2 sh. 500 $ 1,000.00 

To principal cash (4) .. " 2 " 495 gpaoo 

6 sh. P. N. Bk. par 600.00 " 4 " 480 1,920.00 

By balance 24,190.00 



$28,100.00 $28,100.00 



To balance $24,190.00 

48 sh. P. N. Bk. 

Principal of Estate (Personal Property) 

By inventory (i) $27,500.00 

Income Cash 

To dividend (2) 600.00 

To repayment from prin- By loan principal cash (3)$ 600.00 
cipal cash (6) 600.00 By balance 600.00 

$ 1,200.00 $ 1,200.00 



To balance $ 600.00 

Principal Cash 

To loan from income By bank stocks purchase 

cash (3) $ 600.00 6 sh. P. M. B. (4) ..$ 600.00 

To sale-P. N. B. stock By repayment to loan to 

? shares 500 (5) ... 1,000.00 income cash (6) 600.00 



2 495 990.00 

480 1,920.00 



By balance 3,310.00 



$ 4,510.00 $ 4,510.00 



To balance $ 3,310.00 

Dividends 

(Income Acct. payable to life tenants) 

By income cash (2) ... 

dividend 12% 

50 sh. P. N. Bk. stock 600.00 

Trial Balance 

Bank stocks, 48 sh. P. N. Principal of estate per- 

Bk $24,190.00 sonal property $27,500.00 

Principal cash 3,310.00 Dividends (income a/c) 

Income cash 600.00 payable to life tenants 600.00 



$28,100.00 $28,100.00 

397 



Digitized by 



Google 



The Journal of Accountancy 

The intention in the above is to convey the interpretation and effect 
rather than the exact wording. The accounts of the beneficiaries are 
omitted for brevity's sake. The principal of estate, $27,500, consisting 
of 48 shares of bank stock at the value of $24,190 and principal cash of 
$3>3io, is conserved for the remainderman. The dividend account balance 
is to be carried as income to the credit of the life tenants' accounts, 
*to which latter accounts the income cash is to be charged when paid over 
to them. 

The bank stock of 48 shares is at this stage shown at its present book 
value, arising fronr the first appraisal, from the purchase of the six 
shares and the sale of eight shares. This book value of $24,190 plus 
the principal cash of $3,310, aggregating $27,500, thus shows the principal 
of the estate to be intact. Generally speaking, executors must account 
for profits made and are responsible for losses {Baker vs. Disbrow, 18 
Hun. 29; 79 N. Y., 631) unless the will provides special latitude for 
investments. If investments are made according to law or to special 
authority under the will, the executors are only liable for losses re- 
sulting from negligence. The executors would thus appear responsible 
and chargeable for the loss of $140, shown in the answer as chargeable 
to the remainderman, unless the terms of the will provided special 
authority and latitude. 

It will be instructive to note further that any increase in the value 
of this stock, under appraisal at a future intermediate or final accounting, 
or any profit realized from the sale of this bank stock, belongs to the 
principal of the estate. "Increase" and "income" are not synonymous 
.terms. Increase, coming from increased value of the principal, and the 
profits realized from such increase in estate accounts are not income but 
accretions to principal— except in such cases where it may be part of the 
Tegular business of an estate to deal in investments for profit 

W. F. Wttss. 



398 



Digitized by 



Google 



Maryland C. P. A. Law Amended 

The Maryland legislature has passed a bill amending the C. P. A. law 
of that state and providing for reciprocity. 
The text of the amending act follows: 

An act to amend article 75 A of the code of public general laws of 

Maryland (Bagby's edition), title Public Accountant, by the addition 

of a new section to be designated section 5 A. 

Section i. Be it enacted by the General Assembly of Maryland, that 
article 75 A of the code of publx general laws of Maryland, (Bagby's 
edition), title Public Accountant, be and the same is hereby amended by 
adding a new section to follow section 5, to be known as section 5 A, 
said section to read as follows: 

5 A. Any citizen of the United States or person who has declared 
his intention of becoming such citizen, over the age of twenty-one years, 
who holds a valid and unrevoked certificate as a certified public account- 
ant, or the equivalent thereof, issued by or under the authority of any 
other state of the United States, or the District of Columbia, or any 
territory of the United States, or by or under the authority of a foreign 
nation, showing that the holder thereof has complied with the laws of such 
state, district, territory or nation, who desires to practise the profession 
of accountancy in the state of Maryland, shall present such certificate 
or its equivalent to the board of examiners of certified public account- 
ants of this state, accompanied by a written application in form to be 
prescribed by the said board, with such information as said board may 
require as to the character and qualification of such applicant, and shall 
pay the said board the fee usually charged for examinations, and if the 
said board shall be satisfied that the standing of the said applicant and the 
requirements for a certificate as a certified public accountant of the 
state, district, territory or nation issuing the same are substantially equiva- 
lent to those established by the laws of this state, the said board may, 
in its discretion, register said certificate in a book to be provided by the 
said board for said purpose, and shall recommend to the governor the 
issuance to such applicant of a special certificate of registration designat- 
ing the state, district, territory or nation issuing the original certificate 
to said applicant, which special certificate of registration, when issued 
by the governor, shall entitle the holder to practise as such certified public 
accountant, and use the abbreviation "C. P. A." in this state; provided, 
however, that no such special certificate shall be issued unless the state, 
district, territory or nation issuing the original certificate extends similar 
privileges to the certified public accountants of the state of Maryland. 

Sec. 2. And be U enacted. That this act shall take effect from the 
date of its passage. 
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Pennsylvania Institute of Certified PabHc Accountants 

At the annual meeting of the Pennsylvania Institute of Certified Public 
Accountants, held April 20, 1914 the following officers were elected to serve 
for the ensuing year, and the follo¥ring delegates and alternates to repre- 
sent the institute at the annual meeting of the American Association of 
Public Accountants: 

President, Edward P. Moxey (re-elected) ; vice-president, Wul W. 
Rorer (re-elected) ; treasurer, Theodore H. Bird ; secretary, Wm. J. 
Wilson (re-elected) ; auditor, John R. Lynn ; council, R. H. Mansley 
(re-elected) ; Wm. R. Main. 

Delegates: Edward P. Moxey, J. E. Sterrett, James W. Femley, T. 
Edward Ross, August Hiller and C^rge Wilkinson. 

Alternates: John R. Lynn, Edward P. Moxey, Jr., Joseph M. Pugh, 
Herbert G. Stockwell, Ernest Crowther and Horace P. Griffith. 

Council Hold-overs: Herbert G Stockwell, James W Femley and 
T. Edward Ross. 



Pittsburgh Branch, Pennsylvania Institute 

The Pittsburgh branch of the Pennsylvania Institute of Certified Pub- 
lic Accountants has received its charter from the parent organization. 
Such a plan as this has been under consideration for some time because 
the distance between the eastern and western ends of the state of 
Pennsylvania is such that it is a difficult matter for members at one 
end to attend meetings at the other. 

The new chapter consists of the following members: Messrs. Frank 
Wilbur Main, Ernest Crowther, J. C. Scobie, William G. Rebbeck, Elmer 
E. Staub, W. Sarel Lynne, and August Hiller. The chairman is Mr. 
August Hiller, the vice chairman, Mr. W. Sarel Lynne, and the secretary 
and treasurer, Mr. Ernest Crowther. The constitution and by-laws of tiie 
chapter are practically the same as those of the institute. 

This constitutes the third state society to adopt the chapter system. 
Missouri was first and California second. 



New Jersey County Audits 

In March a request was made upon the board of chosen freeholders 
of Essex County, New Jersey, by the public welfare committee for per- 
mission to employ a New York organization to make an audit and a 
survey of the said county for the years 1912-1914. 

The freeholders refused the request, stating that the same should be 
made by certified public accountants of New Jersey and appointed for 
that purpose W. Foster Oakes, C. P. A., Frank G. DuBois. C. P. A., and 
Leonard H. Conant, C. P. A. 
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News of State Societies 

Georgia Society of Certified Public Accountants 

At the annual meeting of the Georgia Society of Certified Public 
Accountants, held in Atlanta on March 23d, the following officers were 
elected: President, Joel Hunter, Atlanta; vice-president, Alonzo Richard- 
son, Atlanta; secretary-treasurer, Charles Neville, Savannah. Aldon P. 
Thompson, C. P. A., was elected to membership in the society. 



The Colorado State Board of Accountancy 

At the December, 191 3, examinations conducted by the Colorado 
State Board of Accountancy the following candidates were successful: 
Clarence H. Fulton, Denver; Albert Edward Keller, Denver; Ralph B. 
Mayo, Denver; Reginald Thomas, Chicago, 111.; Ethan Allen Whitney, 
Denver. 



Institute of Accountants and Auditors cf Quebec 

The Institute of Accountants and Aulitors of the province of Quebec 
held its inaugural dinner at the Ritz-Carlton, Montreal, on Saturday, 
April 25th. Representatives of the government of the province, chamber 
of conunerce, board of trade, commercial schools, etc., were present as 
well as representatives of the chartered accountants of Montreal Georges 
Gonthier, president of the association, presided. 



Wisconsin State Board of Accountancy 

The Wisconsin State Board of Accountancy held examinations at 
Madison, Wisconsin, on April 16, 17 and 18. Thirty-one candidates sat 
for the examination. 



Accountancy Recognized by Columbia University 

It is a pleasure to announce that R. H. Montgomery, C.P.A., presi- 
dent of the American Association of Public Accountants, has been 
appointed assistant professor of economics at Columbia University*. 
This constitutes a gratifying recognition of accountancy and should have 
considerable effect upon the status of the profession generally. Co- 
lumbia University has always stood for the highest standards and it is 
eminently satisfactory that a member of the accounting profession should 
receive the signal honor of an appointment to the faculty. 
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Correspondence 

New and Valuable Definitions 

Editor, The Journal of Accountancy: 

Sir: There is something so delightfully novel in the under mentioned 
definitions of "resources" and "income" that I take the liberty of sub- 
mitting them through the courtesy of This Journal to the committee on 
accounting terminology for their consideration. 

The definitions referred to occur in the appeal by circular letter to 
the parishoners of an Episcopal church not a hundred miles from the 
Hudson River. 

Respectfully, 

A MsMsex AT Largs. 
April 6, 1914. 

"It is only proper and fair that you who do much to support 
this branch of the church, should know fully of its needs, its 
resources and its expenditures. 

"The Vestry, therefore, make the following report so that you 
may know what the Church membership can do, ought to do, and 
do do. 

"There is a difference between Resources and Income. 

"Resources means what you can do. 

"Income means what you do do. 

"For instance, this Church has 700 Communicants and members; 
and 300 attendants and supporters who give more or less regularly 
to the Church. These attendants and supporters represent the 
do doers and they give their offerings and envelopes, $2,870 per 
year or $9.56 per person. 

"The can doers, or Communicants and members who do not 
give regularly, would, if they gave in the same proportion as the 
do doers, increase the Church's Income $3,824 per year. This is 
the reason why our Resources are greater than our Income. 

"The Church is now trying to increase its income by asking 
its Resources to give regularly according to their ability. 

"Now the needs of the Church are not always shown by the 
expenses, but vary according to how efficient and economical the 
management is. 

"The primary aims of the Vestry are that the management 
shall be both efficient and economical, therefore for our purposes 
the expenses do show the needs of the Church." 
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Announcements 

The Maine Board of Accountancy announces that it has decided not 
to issue certificates except after examination. The law provides that 
no person shall be entitled to take the examination unless he has been a 
resident of Maine for at least a year or is a certified public accountant 
of another state or under the jurisdiction of a foreign government whick 
extends similar privileges to certified public accountants of Maine. 



Ernst and Ernst announce the removal of their New York office from 
Hanover Bank Building, to suite 1001-2-3-4-5 and 6, 27 Cedar Street 



Deloitte, Plender, Griffiths & Co., announce that they have removed 
their Chicago offices from 69 West Washington Street to 1857 Continental 
& Commercial Bank Building, 208 S. La Salle Street, Chicago, 111. 



George Lester Lemon, president of the Alabama State Association of 
Public Accountants, was married at Birmingham, Ala., on April 15th to* 
Miss Beulah Lee Ellenwood. 



It is announced that J. D. M. Crockett & Company and C. B. Couch* 
man have entered into a partnership under the name of Crockett, Couch- 
man & Company, certified public accountants, with offices in the Glendale 
Building, Kansas City, Mo., and also in Topeka, Kansas. 



Herbert S. Greenwood, certified publ'c accountant, announces the 
removal of his office from No. 44 to No. 50 Broad Street, New York. 



Riedell & Parker, accountants and auditors, announce the removal 
of their offices from 366 Fifth Avenue to Room 504, 51 Chambers Street^ 
New York. 
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Josq>h H. KingMrill 

Announcement is made of the death of Joseph H. Kingwill, C. P. A^ 
a fellow of the American Association through the Colorado Society. 

Mr. Kingwill's death is a serious loss to the profession and to the 
national and state organizations. He was an earnest and energetic worker 
for better conditions and was one of the pioneers of the profession in 
the west. 



Qiarles Lewer 



Every member of the American Association of Public Accountants 
will learn with deep regret of the death of Charles Lewer, C. P. A, 
which occurred on April 4th. Funeral services were held on April 8th 
and were attended by many members of the Pennsylvania Institute of 
Certified Public Accountants and other members of the association. 

Those who have attended the annual conventions of the association 
will recall the great interest which Mr. Lewer always manifested in the 
work of the profession and will never forget the genial and whole- 
hearted enthusiasm which he displayed at all times. 

The entire accounting profession suffers a loss in the death of this 
excellent accountant and good friend. 
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An Accountancy Laboratory 

The Connecting Link Between Theory and Practice 
By Robert H. Montgomery, C. P. A. 

During recent years most of the applicants who have taken 
the examinations for the certified public accountant degree have 
failed to pass. Most of them, however, fail in one section only 
— practical accounting. Obviously as the purpose of the ex- 
amination is to ascertain the applicants' professional qualifica- 
tions the subject in which they fail is the most important one 
assigned, but it serves to exphasize what I frequently have told 
the students in my accountancy classes, viz., "Practical account- 
ing cannot be taught; it must be learned." 

Some of us for a number of years have made a determined 
effort to teach accountancy. Our efforts have not met with com- 
plete success, and it is needless to say that we are dissatisfied. 
Of course great progress has been made when we consider the 
status of accountancy ten or fifteen years ago and, if it were 
not for the negligible percentage of applicants who pass the 
C. P. A. examinations, I would claim that the progress had been 
satisfactory; but the situation will remain far from satisfactory 
until some means is devised whereby the accountancy student 
can supplement theory with practice. 

And accountancy, although perhaps the youngest of the 
recognized sciences, has not been alone in the failure to impart 
a knowledge of practical things in a practical way. Here are 
some figures from a survey of country schools in a large middle 
western region: 
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"In all the schools linear measure is taught, yet in only one- 
fifth of them are tape-lines found; they all teach avoirdupois 
weight, yet less than a tenth of them have scales; they teach 
liquid measure, but only a fifth have any measures. In a third 
of the schools geography is taught without maps, and in more 
than two-fifths without globes. All of them seek to teach children 
things about this fruitful and wonderful earth, yet more than 
two-thirds of the teachers never step outdoors to vitalize a point 
by the fields, flowers, woods, rocks and streams near at hand." 

Some time ago it occurred to me that some of our improved 
methods of reporting to clients might be extended to teaching. 
We now visualize many business operations and we find, for 
instance, that a business man may be more impressed by the 
lines of a chart which show a steadily increasing cost of product 
over a term of years than he was when the same information was 
expressed in figures alone. I felt that I would like accountancy 
students to see many complete sets of account books and records 
and to have an opportunity to analyze them and prepare trial 
balances and balance sheets and comment on their condition, 
etc., etc. Naturally, the students cannot visit a large number of 
outside offices and, if the plan is feasible, the books and records 
must be assembled where access on the part of the students is 
convenient and under proper supervision. Then the word "lab- 
oratory" occurred to me and when I consulted the dictionary I 
decided that an accountancy laboratory is just as necessary a 
part of the equipment of a school of accounts as is the blackboard 
or the chairs, and will, I hope, form a connecting link between 
theory and practice. 

The new Standard Dictionary defines a laboratory as "a 
building or room fitted up for conducting scientific experiments, 
analyses, or similar work." There is no branch nor department 
of human activity which demands such a careful analysis of its 
elements, particularly with respect to the best method of im- 
parting and acquiring a workable knowledge, as the science of 
accountancy. 

Again quoting the dictionary we find that one of the defini- 
tions of science is "any department of knowledge in which the 
results of investigation have been worked out and systematized." 
Therefore, an accountancy laboratory would seem to be a 
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necessity, rather than an experiment, if we are sure that there 
is a general demand for a knowledge of accounts. 

During the last twenty-five years I have been brought into 
contact with many professional and business men, and I have 
among my friends most of the active public accountants of this 
countxy, who in turn reach thousands of other professional and 
business men. From a careful analysis of my own experiences 
and those of other accotmtants I find that practically evexy man 
who during his professional or business career is obliged to 
deal with accotmts, his own or someone's else, expresses strong 
regret that during his younger or school or college days he was 
given no opportunity to secure a knowledge of the fundamental 
principles and uses of accounts. 

Accounts play such an important part in both professional 
and business transactions that the man who lacks all knowledge 
of accountancy is seriously handicapped as compared with the 
man who has gained some familiarity with the subject. 

Accountancy literature and schools in a measure have re- 
lieved the situation. I do not imder-rate the value of theory. I 
believe in schools of commerce, accounts and finance. In ac- 
countancy theory has a well defined place, and the professional 
auditor who is unacquainted with all the developments of the 
science as improved and published by the other members of his 
profession will find himself as far behind the times as the phy- 
sician would be who stopped purchasing medical books and 
reading medical periodicals. But no one careful of his health 
will consult a doctor who has not had the practical training which 
comes only from direct study of living patients. The logical 
inference is that accountancy students need the equivalent of a 
clinic as well as experience such as the medical student's term 
of service as a hospital "interne." 

The proof of this need lies in the unsatisfactory results at 
the present time. Admitting all the advantages of and necessity 
for theoretical training we find that it is far from being sufficient. 
The deficiency universally recognized by instructors in account- 
ancy schools, certified public accountant examiners and public 
accotmtants is loosely described as lack of practical experience. 
Now if practical experience means a given ntmiber of years' 
clerkship in an office (other than that of a public accountant) 
we, to a certain extent, contradict our claim that accountancy 
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is a science. If its principles can be acquired and assimilated 
only by contact, as is the case with bricklaying, it would be very 
discouraging to attempt to short-cut the process of training stu- 
dents. 

The discouraging features of the situation should not be mini- 
mized, however. As heretofore stated, it is a sad fact that most 
of the applicants for the certified public accountant degree have 
failed to pass in practical accounting, and it is equally lamentable 
that most professional and business men cannot recognize nor 
discuss elementary questions of accounts. 

Is it not because the student cannot and the others will not 
work among the records of actual transactions? We know that 
our physician has had experience with living subjects. We 
know, too, that the accountancy student has struggled with theo- 
retical problems, most of which lack the atmosphere of reality 
and which at the best are poor makeshifts. Even this, however, 
is better than the experience of the business man who does not 
even have the opportunity to struggle with the problems. 

With some diffidence I suggest as a solution the establish- 
ment of an accountancy laboratory in connection with each 
school of commerce, accounts and finance, and wherever these 
schools are connected with colleges and universities laboratory 
work should be a part of the general curriculum. Of course law 
students and others who do not propose to practise accountancy 
as a profession would not spend more than two or three hours 
a week in the laboratory, but I feel that this limited time, dur- 
ing perhaps the junior and senior years, would be of equal or 
greater value than the studies which it might displace. 

The chief value of college education is to train the mind~j- 
the mental faculties. I know of no better study than that of 
recorded events, the analysis and restatement of which require 
all of the mental energies which the average man possesses. It 
is impossible to estimate the tangible value which a fair knowl- 
edge of accounts thus acquired will have to the busy man of 
affairs. We have only to listen to the regrets of those who lack 
this knowledge to estimate its undoubted advantages. If the 
laboratory will be of value to the general student it will be of 
far greater value to the accountancy student. I think it will in 
a great measure supply the deficiency which now exists. It is 
my thought that the laboratory will contain many complete sets 
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of books, which have been used to record the transactions of 
business enterprises which have been discontinued by dissolution 
or bankruptcy. I am assured that these sets of books can be 
secured in considerable numbers. The account books of most 
bankrupt concerns are in bad shape and this will add to their 
value as laboratory material. 

The student who can be shown, intelligently, how a thing 
should not be done will have a better grasp of erroneous entries 
than to have it explained without illustrative material to visual- 
ize the error. 

Business schools which require books of account to be writ- 
ten up, currency and cheques to be exchanged and furnish other 
facilities such as may be found in business concerns, have done 
and are doing valuable work — much more valuable than where 
text books only are used. The disadvantage and insufficiency of 
such a system is that each student sees what the other sees, the 
transactions to be recorded are hypothetical and before serious 
errors are made the student's work is corrected. 

My thought is to Have available a few complete model sets 
of books, and to have other sets incomplete on which the students 
can work under competent supervision. These sets will em- 
brace various lines of business so that a student who expects to 
occupy an executive position in a mercantile house, and whose 
training after leaving college will be in the sales division of the 
business rather than in the accounting department, will have an 
opportunity to see and have explained to him a model set of mer- 
cantile books, and will also have explained to him the inaccuracies 
and insufficiency of actual sets of mercantile books, where the 
proprietors have been unsuccessful. 

A considerable proportion of failures is directly due to bad 
bookkeeping, and the bad bookkeeping is almost invariably due to 
ignorance. Therefore an opportunity to see how books should 
be kept and how they should not be kept may transform a 
student's whole future career. 

Lawyers rarely understand accounts. This is not strange 
as their training does not include the study of accounts. It is 
not their fault. No provision is now made for the study of the 
science of accounts during their college career, and the subse- 
quent facilities for securing such knowledge do not, of course, ap- 
peal to them. 
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Most lawyers take civil cases only, but a vast number of civil 
cases relate to disputed accounts. Furthermore, a lawyer should 
know how his own account books should be kept. Usually he 
handles trust funds and the proper record of fiduciaxy trans- 
actions is most important. Ignorance and neglect of proper 
accounting methods by lawyers have cost them and their clients 
unbelievable sums. 

It is my thought that the work must be made attractive and 
interesting. It must be developed logically and without some 
of the technical verbiage with which accountancy has been un* 
necessarily clothed in the past. 

I would have prepared a model set of books for a lawyer's 
office, showing the best and most efficient system for recording 
charges to clients and the segregation of trust funds. I would 
have blank forms which law students would be required to fill 
out. I would have a few sets of books prepared showing how 
losses and annoyances arise through incomplete and inaccurate 
records. Subject to change upon further investigation, I be- 
lieve that if a law student were to spend one or two hours a 
week in the accountancy laboratory during the last few years 
at college and law school, he would acquire a creditable and 
workable knowledge of the accounts peculiar to a lawyer's office 
as well as a general familiarity with mercantile and financial ac* 
counts. 

In addition to the usual books of account I would have on 
exhibition and for demonstration collateral records such as 
minute books of corporations, stock certificate books, transfer 
books and many others in general use. I would have on file 
annual reports and other statistical data from the leading con- 
cerns in every line of business, together with charts and or- 
ganization forms, descriptions of systems in use, etc. The ana- 
lyses of these reports and systems should be preserved and it 
might be feasible to distribute to those interested the more im- 
portant compilations. 

I would also have on exhibition and for demonstration office 
appliances. Today much of the work of bookkeeping is done by 
mechanical methods and as a large proportion of college students 
never have a chance subsequently to see or hear about these ap- 
pliances they should have such an opportunity before they leave 
college. 
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An accountancy laboratory is now being installed at Col- 
umbia University. Of course it will take years to equip such a 
laboratory, even modestly, and it will cost a lot of money and in- 
volve immense labor. It is part of my present plan to use the 
students in the advanced accounting courses to assist as much as 
possible with the material now being secured. I hope some friend 
of the university who is interested in the scheme will give some 
money. If one laboratory works well others will follow but it 
would not be worth while for any one else to adopt my suggestion 
until substantial progress is made. The plan may be a failure 
or it may succeed, but it would be well to await the outcome of 
one test before entering upon others. 

As it is my purpose to disclose fully to any one interested 
all of the advantages and disadvantages which develop from 
time to time, and to put in permanent form suggestions as to 
what to do and what not to do, I trust that any one who reads this 
and who can give me, or get for me, old or new account books 
or records, or financial reports or anything which should be in 
an accountancy laboratory, or who will send me any construc- 
tive suggestions will do so for the good of the cause. I would 
like to build fast in order that a good test may be made soon. 
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Uniform Systems of Accounts for Public Utilities* 

By Carl H. Nau, C. P. A. 

The law of Ohio, creating the public utilities commission, in 
effect August 9, 1913, empowers the commission to prescribe 
uniform systems of accounts to be kept by all public utilities or 
railroads, including municipally owned or operated utilities; to 
classify said public utilities or railroads, and to establish a sys- 
tem for each class; to prescribe, further, the manner in which 
these accounts shall be kept. Said accounts, when practicable, 
shall conform to those required by the tax commission of Ohio, 
and shall conform, as near as may be, to those prescribed by the 
interstate commerce commission for utilities coming under the 
jurisdiction of the federal commission. 

The apparent reason for this latter proviso is that, as the 
interstate commerce commission has jurisdiction over interstate 
business, and as many corporations do both a local and interstate 
business, it would cause unnecessary inconvenience to require a 
corporation to keep its accounts in two ways — one according 
to the orders of the interstate commerce commission and the 
other according to the requirements of the public utilities com- 
mission. 

The power to establish uniform systems naturally includes 

not merely the enumeration of the titles of the accounts, but also 

specific provision as to the method of keeping these accounts, 

the definition of terms used, and a statement of how various items 

•shall be debited and credited. 

The law also provides that when the commission has pre- 
scribed the form of accounts, records and memoranda, it shall 
be unlawful to keep any other accounts excepting such as shall 
be explanatory of, and supplemental to, the accounts so pre- 
scribed. The commission has access to all books of accoimt and 
records, and may designate its officers and employees to inspect 
and examine any and all accounts. 

We expect that the preparation of these uniform systems will 
take some time, but the importance of establishing systems that 



* Address delivered before the Ohio Gas Association, at Columbus, March 25, 
1914. 
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will be elastic, so as to meet all the varying conditions of busi- 
ness, is so apparent that it behooves us to make haste slowly* 
We wish to take advantage of everything that has been done 
by other state commissions and by the federal commission, to the 
end that we may be as consistent as possible, and not deserve the 
questionable compliment of making burdensome requirements, 
just because we have the power to do so. 

It is, of course, our intention to set up a scheme of accounts 
for each public utility ; each scheme to be sub-divided into classes, 
so as not to. require the small company, with limited means and 
few employees — each of who.n may perform several functions 
— to keep the same accounts that are required of a big corpora- 
tion, with large expenses under each heading, and with an or- 
ganization permitting a minute differentiation of functions. 

The corporations, operating each different utility, will be 
grouped into classes according to the magnitude of their opera- 
tions. This will establish uniformity and permit trustworthy, 
comparative statistics to be made, and, at the same time, pre- 
serve the flexibility, which is so essential. 

The desirability of uniform accounts as a basis for uniform 
reports has in recent years been recognized by an ever-increasing 
number of accountants, economists, governmental officials, and 
the public in general. Past experience demonstrates, however, 
that if this uniformity is ever to be attained, it must be accom- 
panied by a common language of accounts; by the universal use 
of common terms with the same significance. 

I shall take it for granted that, theoretically at least, we are 
all in favor of standard and uniform reports from not only all 
public utilities but from all municipal enterprises, and, in fact, 
from the municipalities themselves ; that we appreciate the neces- 
sity for such reports, and that we earnestly desire to see standard 
schedules ^authoritatively provided. Accepting this position, we 
may then address ourselves immediately to the practical diffi- 
culties, which this programme involves, and the question arises : 
"What obstacles must we first overcome before such standards 
can be provided?" 

To answer this question properly involves the statement of the 
whole scheme of accounting. In the first place, schedules and 
schemes of uniform accounts should be accompanied by a care- 
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fully developed nomenclature, and all the terms employed should 
be strictly defined. 

In applying the science of accounting as an aid to the suc- 
cessful administration of a business or enterprise for gain, two 
principal classes of accounts are always employed; namely, one 
group of accounts known as "balance sheet accotmts" and an- 
other group known as "revenue and expense accounts." 

In addition to these two principal classes of accounts, most 
enterprises, doing any considerable amount of business, keep 
additional, or supplemental, accounts of a more or less statistical 
nature, to aid in furnishing the information needed for their 
systematic and scientific administration. 

Balance Sheet Accounts: 

The balance sheet accounts are those ledger accounts in 
which are kept — 

( 1 ) A record of the wealth in the possession or control of 
the company; 

(2) The claims of its creditors and trust beneficiaries, and 

(3) The equities of its proprietors or owners in the wealth 
possessed or controlled by the corporation. 

' They are the accounts which, when properly summed up in a 
statement called a "balance sheet," will present a correct ex- 
hibit of the financial status of the enterprise at a specific time. 

These accounts are by some accountants called "indicant 
accounts." 

I shall have something more to say, later on, as to three ele- 
ments of the balance sheet, namely: assets, liabilities, and pro- 
prietorship. 

Revenue and Expense Accounts: 

These accounts are those ledger accounts in which are re- 
corded the amounts that accrue as revenues, and the amoimts 
that are incurred as expenses, as a result of the operation of the 
enterprise. They are the accounts which, when properly summed 
up in an "income and profit and loss account," disclose the result, 
or outcome, of the business for a given period of time. 

Any system should, therefore, clearly and accurately classify 
the specific source of all income and logically and consistently 
classify the specific purpose of all the expenses. 
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Prerequisites for Successful Systems of Uniform Accounts: 

The annual revenues of the different public utility enter- 
prises in this state vary so greatly that logically the number of 
accounts that shall be required, or that could be used to ad- 
vantage, must necessarily vary with the volume of business and 
with the magnitude of tihe enterprise. Hence, the tmiform sys- 
tem of accoimts, which the commission has in mind, will be 
first of an elastic character and adjustable to the requirements 
of large and small enterprises, and to that end will have the fol- 
lowing special characteristics : 

(i) The financial data must be so classified, and the ac- 
counts so arranged, that they will provide sununaries of results 
or conditions, along the same fixed lines and upon the same 
bases, so that comparisons can be made between the sununaries 
of different fiscal periods and between those for similar enter- 
prises, whether they be small and comparatively simple or very 
large and complex. 

(2) The accotmts must so divide and sub-divide expenses as 
to disclose the three elements which make up the total cost of 
service, vijs.: 

(a) The demand cost 

(6) The customers' cost 

(c) The consumption cost; and, in turn, again separate 
these costs into those that are "fixed" and those that 
are "variable," so that from the data it will be pos- 
sible to determine the equity and wisdom of existing 
rates for services, and also to make possible a re- 
vision of incorrect rates for such services. 

(3) The accounts must be so designed and designated as 
to make the system readily understood, and thus easy of applica- 
tion. 

Groups and Orders of Accounts: 

To meet the requirements, as stated, the accounts of this 
uniform system should be arranged in different groups, sub- 
groups, classes, sub-classes, and minor divisions, and must, 
therefore, be of several orders — each order and each account 
bearing a definite relation to all the others. 

The uniform system should also be devised in such a way 
that the number and kind of accounts employed may be adapted 

415 



Digitized by 



Google 



The Journal of Accountancy 

to the individual requirements of each enterprise, while at the 
same time providing accounting data of a uniform and compar- 
able character. 

The decimal system of notation for designating the various 
accoimts will probably be used, which used in connection with 
capital and small letters of the alphabet lends itself to practi- 
cally unlimited expansion. 

Elements of the Balance Sheet: 

Referring again to the balance sheet — I think that no one 
will fail to note the distinction between an asset which you own 
and a liability which you owe. Now, the excess of what we 
own over and above what we owe measures the "proprietorship." 

In accounting the proprietorship or the proprietary interests 
are the property rights or equity of the stockholders, owners 
and others who constitute the proprietors of the business or 
enterprise, in the assets or wealth belonging to, or employed in 
or by, the business or enterprise. 

In a sole proprietorship this element is usually carried in one 
account called "net worth"; in a partnership each partner's net 
worth is set forth in an account bearing his name; but, in a 
corporation, it is made up of the capital stock, surplus and the 
various reserves which have been especially ear-marked and set 
aside out of surplus. 

Universally in the past it has been and for the most part 
it is still the practice of a great majority of accotmtants to list 
these proprietorship accounts in the balance sheets and ledgers 
as liabilities; and many writers on accounting have endeavored 
to explain how these interests are liabilities of the business or 
corporation, not to outside creditors, but to the owners. But 
economists have pointed out the great difference between pro- 
prietary interests and liabilities, which is really fundamental to 
a proper statement of the assets and liabilities. This whole mat- 
ter may be summed up and stated very concisely by saying that 
proprietary interests are "rights in," while liabilities are "claims 
upon" the assets of a business or enterprise. 

Our best modem authority for this treatment of the balance 
sheet accounts with credit balances is Professor Chas. E. 
Sprague, who, while a master of arts and a doctor of philosophy, 
as well as a certified public accountant, was also a very prac- 
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tical business man, and was for many years the president of the 
Union Dime Savings Bank of New York. 

We also hope to set up the accounts covering the much mooted 
question of depreciation and reserve for depreciation, so that 
the interests of the enterprise and of the commission, which repre- 
sents the state of Ohio and its people, may be reconciled. 

At present, I desire to enunciate broad principles, rather than 
to go into the refinement of accounts, which after all is a mere 
matter of detail and bookkeeping procedures, after we have laid 
a sound foundation of principles. 

Elements of the Income Account: 

Referring, now, to the income account — the excess of the 
total income from all sources over the expenses of all kinds 
is the net profit for the fiscal period. The only disposition to 
be made of this is to transfer it to an "undivided profits" ac- 
count, usually called "surplus"; against which is then charged 
the disposition of the net income, in the way of dividends paid 
or transfers to specially ear-marked reserve accounts. 

Now, the income is received, first, from operating revenues, 
against the total of which are set up the operating expenses. It 
seems to me that the most of our immediate work lies in the 
proper allocation of the expenses incurred in securing a certain 
operating income; and here again I wish to suggest some gen- 
eral, broad principles which underlie the operations of any and 
every public utility. 

In point of time, the first step taken by any utility is to 
spend money for a plant, for land, buildings and equipment, and 
as soon as these are installed and operations are commenced 
money must be spent in the maintenance of these buildings and 
equipment. 

The elements of maintenance expense are superintendence, 
labor, material and other miscellaneous expenses. By means of 
analysis these charges can be applied directly to any unit or 
portion of plant, no matter where located. 

Of course, building a plant and maintaining it in working 
order will not produce any revenue. The plant must be operated ; 
so our next great division of expenses is operation ; and the ele- 
ments for this arc almost the same as for maintenance, except 
that the labor and material can be sub-divided into various classes, 
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according to the specific functional character of the expense. 
Operation can also, by means of analysis, be allocated dit^ctly to 
the plant or unit where the work is performed. 

But, even while maintaining an operative plant in good work- 
ing order, there is constantly something happening to the plant, 
under our very eyes, and yet its action is so slow that we do not 
notice it until forced to by the demands for renewals and re- 
placements. 

This much discussed, and little understood, action is deprecia- 
tion, which is caused by, and is composed of, the following three 
elements : 

(A) Wear and tear 

(B) Obsolescence and inadequacy 

(C) Accidental breakage 

and it it is overcome by the following : 
(X) Repairs 

(Y) Renewals and replacements 
(Z) Betterments 

If the sum of (X), (Y) and (Z) is more than the sum of 
(A), (B) and (C), for a fiscal period, then the assets are worth 
more than at the beginning, and there will be no need of charg- 
ing anything for depreciation. But, because of the fact that 
frequently replacements and usually betterments have been 
charged to an assets account, instead of to an expense account, 
and no depreciation or inadequate depreciation has been set up, 
the result has often been pa3mient of dividends out of capital 
and, eventually, bankruptcy and reorganization. 

Whether or not depreciation can be allocated to the various 
units of investment, and tied into the cost of operation at dif- 
ferent points, depends upon the condition of the books of account 
of each individual enterprise. If the assets of buildings and 
equipment cannot be analyzed so as to set out the different 
classes of units, their respective age, original cost, (or repro- 
duction cost with depreciated value to date), realizable junk 
value, etc., so that some really intelligent percentages can be 
applied, then the only feasible plan is to use rough estimates 
for a few years, until the property can be appraised, either pri- 
vately or by the commission, when a complete scheme of depre- 
ciation accotmting can be applied. 

These three, then, maintenance, operation and depreciation, 
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will ultimately be so analyzed as to allocate each portion of this 
expense against the unit of production or transmission, as the 
case may be. 

General Expenses and Fixed Charges: 

General expense, taxes and interest are in the nature of gen- 
eral overhead, and while they are a direct charge against revenue 
or income, it is not expected to distribute these directly against 
the revenue producing factors, unless they cover a variety of 
plants, such as an electric light and power, railway and gas 
plant all operated by the same company. In that event, some 
arbitrary method must be devised, based upon the ratio that the 
expenses of each plant bear to the company's whole expense, or 
upon some other basis of allocation, which a study of the prob- 
lem might show to be an equitable one. 

Let it be understood at this point that revenue includes all 
revenue accrued or earned during the fiscal period, whether the 
same be collected or not. That is to say : all income earned to 
the end of the fiscal period must be credited to some revenue 
account and charged to an account receivable. 

Likewise the term expense includes all expenses incurred, 
whether the same have been paid or not; i.e., ever)rthing used in 
making the income for the period must be charged up as an ex- 
pense and credited to some liability account, being especially 
careful to see that anything taken into inventory has been credited 
to the proper liability accoimt in the books. 

Fiscal Dates: 

As to fiscal dates, I believe that, with proper attention paid 
to accruals and prepayments and a workable scheme of perpetual 
inventory accounts, very close approximations can be made in 
the monthly reports of the income and expense and of the 
financial standing, so that any fiscal date chosen can be easily 
fitted into the corporation's accoimting. These monthly reports 
can be adjusted by an actual physical inventory, semi-annually, 
say at June 30th and December 31st. I, personally, feel that no 
concern should allow twelve months to pass before making a 
"clean up," and then possibly have to wait two or three months 
more for figures. With modem accoimting procedures these re- 
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suits can be very closely approximated monthly and corrected 
absolutely at the end of each six months period. 

The books need not necessarily be closed oftener than once 
a year. 

There are so many different fiscal dates that it is almost 
presuming too much to expect all the various authorities to 
agree. An effort will be made, however, to have the tax com- 
mission and the public utilities commission agree on fiscal dates 
and financial statements required to be furnished each of the 
commissions by all public utilities, so that the adjusting of the 
books to the statements will be reduced to a minimum. 

The records should be designed in accordance with the re- 
quired statement classifications so that the information may serve 
its purpose substantially as it is automatically collected upon 
the books, and thus avoid the unnecessary work of a re-analysis. 

Finally, as before stated, for the sake of economy and con- 
sistency the commission's requirements as to accounting, re- 
ports, etc. will follow in the main the requirements of the fed- 
eral government for corporations subject to federal regulation 
by the interstate commerce commission. 

Benefits of Uniform Accounting: 

The results of the creation of such a system will be benefi- 
cial to the public, to the corporation manager, to the prospective 
investor and to the present holders of stocks and bonds. 

There is the consumer, who is anxious to know whether he 
is being charged more or less than a reasonable price for the 
service rendered, and whether the charges ought to be decreased 
or increased, in view of the actual cost of operation and a fair 
return upon the investment. It may be that he prefers im- 
proved service. The facts must be known in order to determine 
whether it is reasonable for him to demand it at existing rates, 
or whether an increased charge will be necessary. 

The tax payer desires to know whether the corporations are 
bearing their proper share of the burdens of government and 
whether the taxes paid may reasonably be increased or de- 
creased. 

The prospective investor is interested because he will be able 
to determine whether he may wisely invest. He is entitled to 
Jcnow the facts ; and without a proper system of accounts he can 
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only surmise or guess what the actual situation is. If he does not 
have the facts, his surmise may or may not prove correct, and 
the uncertainty thereby introduced not only tends to prevent the 
genuine investor from putting money into the securities of pub- 
lic service corporations, but makes it difficult for these corpora- 
tions to secure the funds with which to develop their under- 
taking. 

Further, the efficient and progressive corporation is apt to 
be classed with the non-efficient and badly managed corporation. 
The former suffers because of the misdeeds of the latter, and 
the latter tries to rise upon the record of the former — a condi- 
tion which is injurious to both the investing and the general pub- 
lic and unjust to all concerned. 

It goes without saying that the present bond and stockhold- 
ers having put their money into the enterprise are entitled to 
know the results of operation, and the actual status of the com- 
pany in all details. It is hardly conceivable that any one would 
dispute this assertion; but it is a fact that not infrequently the 
holders of securities have been kept in the dark and ignorant of 
important matters affecting their own company. 

If there is mismanagement or improper use of corporate 
funds, how can stockholders punish the guilty unless they know 
of it? On the other hand, how can they reward efficient man- 
agement or distinguish efficiency from inefficiency, unless there 
are accurate reports revealing facts ? 

In order to show accurately the actual conditions, so far as 
they can be presented through the science and art of account- 
ancy, income and expense should be subdivided so as to show 
each source of revenue and the amounts received from each 
source, and the purpose of each expenditure and the amount so 
spent. Of course, this does not mean that a system of accounts 
should show every voucher that is drawn, but there should be 
such a classification of vouchers as to separate each expense 
from others that are not of the same character. 

This will be sought in the systems to be adopted, so that it 
will be possible in the future to analyze expenses and to show 
the cost of performing each separate and distinct function. It 
is only through such a system that the operating man himself 
is able to discern whether there is unnecessary waste or greater 
economy can be secured by more attention to special features. 
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Uniform accounting would not reach the desired result if it 
were not possible to carry comparison beyond the chief items and 
into an analysis of the details which go to make up the main 
rubrics. 

Under a proper system it will be possible not only to com- 
pare the results obtained by the various companies throughout 
Ohio, but also, perhaps, to compare with other states, thereby 
stimulating efficient and economical operation. 

Another purpose of uniform accounting is to state the funda- 
mental principles according to which accounts should be kept 
so as to prevent the charging of items to wrong accounts. This 
problem would be simple if all moneys expended within a fiscal 
period were for labor or materials which were fully utilized or 
consumed during that period, and which were not carried over 
in any degree for use in a following period. But in practically 
every case there is some plant that lasts more than one year, the 
cost of which must not be wholly charged against the service 
rendered in a single year. 

From this fact arises the difficult problem of framing a sys- 
tem which shall secure in each year's accounts the inclusion of 
the proper portion of the fixed capital or fixed assets consumed 
during that year. 

The danger upon the one hand is that a sufficient amount will 
not be expended or set aside to keep the property of the com- 
pany up to the proper standard. Sometimes rates are too low, 
but more often the straining for big dividends leads to the set- 
ting up of a large book profit by neglecting repairs, renewals or 
provisions for depreciation. The virtual effect of such a policy 
is to hand each stockholder, year by year, a small portion of 
the plant in the shape of dividends. 

Even the common method of including the cost of repairs 
and upkeep of the productive plant in operating expense for the 
year in which the money was actually spent is objectionable, for 
it allows the managers of the enterprise to put either more or less 
money into maintenance, and thus overstate or understate true 
costs at will. Even under conscientious management operating 
costs would vary from year to year according to the amount of 
reconstruction necessary. 

The other danger, of which there has been less experience 
so far, is that an undue amount will be taken out of earnings 
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and spent upon the plant, usually in the form of additions to 
plant. In this case, provided capital receives a fair return, it is 
the user who suffers, for he has been taxed without his leave 
to provide capital for the undertaking and without receiving 
in return either stocks or bonds. 

To guard against this possible overstatement of the operat- 
ing costs, it is necessary to provide that extensions and improve- 
ments of the plant shall be charged to an asset account and not 
to an expense account. Unless such additions to the assets are 
shown in the fixed assets, their value would be carried as a secret 
reserve until some opportune time for their distribution in the 
form of stock dividends, or in the form of extra cash dividends, 
the ftmds for which have been meanwhile secured from the sale 
of stocks or bonds to offset the first cost of the additions to plant 
which were made out of earnings. Even if neither of these 
methods is allowed the charging of additions to income is im- 
proper, because thereby costs are abnormally inflated and the 
public is led to believe that profits are not sufficient to warrant 
better service or a reduction in rates. 

Furthermore, the existence of this secret reserve is an in- 
ducement for the manipulator to come in ; it is an attractive prize, 
if he can only reach it without running foul of the law in so 
doing. 

All of the foregoing is intended to show that the primary pur- 
pose of a uniform system of accounts is to ensure the integrity 
of capital and the correctness of the charges to costs of opera- 
tions. This term "cost" is used here in a general sense as mean- 
ing all costs incurred, whether for maintenance, operation or 
depreciation. 

Depreciation Scheme 

Public utilities should be required to ascertain the life or 
term of service of their fixed assets, and to include in the operat- 
ing costs of each period a sufficient allowance to cover that part 
of the life of the productive plant which has expired during the 
year. The deterioration that has taken place during the year, 
at times may be no greater than the expenditures for repairs and 
renewals (and included in the operating expenses), in which event 
the operating expenses afford a true statement of the real cost 
of service rendered. But plant and machinery cannot be made 
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to last forever by repairing. Some allowance must be made each 
year for the expense of eventual replacement. 

The constunption of capital invested in a machine that gives 
ten years' service is just as much a part of the expense of 
operation as is the cost of materials consumed in a single day, 
and it would be no worse accounting to reckon profits before 
charging up materials consumed and labor used liian to do so 
before meeting the cost of expired outlay on machinery and other 
fixed plant 

In order, then, that capital may not be impaired, a corpora- 
tion must provide not only for repairs and eventual replacement, 
but also for depreciation due to obsolescence and inadequacy. 
New processes are being discovered and new machinery invented. 
Plants must be placed upon the scrap heap long before they are 
completely worn out, because they have been superseded by more 
efficient machinery. Cities are expanding and conditions are 
changing so that occasionally certain portions of the physical 
property have to be reconstructed, because the original plans have 
been outgrown and are thereby rendered useless. Central sta- 
tions must be removed to new locations because urban growth 
has made their first location undesirable or uneconomical. 

An accounting system should specifically prescribe how these 
factors shall be treated. In the first place, in connection with all 
entries in capital accounts there should be sufficient facts to 
identify every particular item, and the actual money cost should 
be given. 

The next important step to be taken by the corporation (and 
I would advise every company to set to work on this immediately) 
is to determine what amoimt should be set aside month by month 
to cover wear and tear, obsolescence and inadequacy. 

Every corporation ought to be required to file with the com- 
mission a copy of the rules according to which this amount is 
computed, together with a sworn statement of the facts and the 
expert opinions and estimates upon which such rules are based. 

Suspense Accounts for Discounts 

The corollary of the principle that asset accounts shall be 
charged with only actual money cost is that discotmts and com- 
missions upon securities, issued in pa3rment of cash or other as- 
sets, shall be charged to a suspense account. Any expense in 
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connection therewith should also be charged to this account 
At or before the close of each fiscal period thereafter a propor- 
tion of such discount and expense, based upon the life of the 
security, should be credited to this account and charged to an 
amortization account, which in turn, should be closed out against 
the current fiscal year's income. 

The amounts thus set aside should be sufficient to amortize 
the discounts, etc., by the time the debt matures. 

Capitalutation of Franchises 

Another important requirement, which carries out the statu- 
tory provisions as well, is that the account Franchises shall be 
charged only with the amount actually paid the state or political 
subdivision thereof in return for the granting of franchise rights 
and with the legitimate expenses incident to procuring such fran- 
chise rights. This should be exclusive of any taxes or other 
annual charge and these amounts of intangible capital value 
should likewise be amortized during the life of the grant. 

Effect of Requirements: 

The effect of these requirements is that every charge to an 
asset accoimt must represent one hundred cents on the dollar in 
money actually spent in creating the property of the corpora- 
tion. When $100.00 of par value of bonds is exchanged for 
$75.00 of cash, to be spent for fixed plant, there is obviously no 
propriety in charging the fixed asset account with $ioo.oo to be 
carried there permanently. 

The far-reaching effect of establishing such broad, funda- 
mental principles can hardly be overestimated. The investor will 
be given a guarantee that he has never had before, because one 
of the things which have worried him most has been the fear that 
the capital of the company would be impaired and his investment 
be rendered of little value. No system of accounts that can be 
devised will absolutely prevent impairment, but a well devised 
system will go a great way in that direction, and it will certainly 
keep the amount of actual impairment under safe control. 

Th^ removal of such risks will not only attract capital but 
will lead to the obtaining of capital at a lower rate. When an in- 
vestor himself must provide against depreciation and impairment 
out of his interest or dividends, he naturally demands a higher 
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rate of return than if he knows of a certainty that the corpora- 
tion itself has already made ample provision. This inures to the 
benefit of the public as well. 

Treatment of Appreciation 

Under correct accounting principles appreciation in the value 
of property is no off-set to depreciation. The policy adopted by 
many public service corporations of depending upon the increase 
in the value of their assets, consequent upon community growth 
or changes in market values, is not recognized as proper. 

Ultimately, of course, the accounts will reflect these facts. The 
fundamental principle, however, is that any appreciation shall 
not appear in the accounts until it is an actuality, viz., when the 
amotmt of appreciation has been clearly determined. It should 
then be shown as such and not buried in the making of deprecia- 
tion charges. 

In conclusion I desire to say that it is my hope that the com- 
mission, with its uniform accounting systems based upon the best 
modem practice, will prove to be a real blessing to the utilities 
themselves, although it may possibly appear to some of them quite 
the opposite at this time. 

It has always seemed to me that the much to be regretted situa- 
tion in which so-called "big business" and Uncle Sam find them- 
selves today could have been entirely avoided by the adoption of 
a policy of honest publicity, i.e., by the corporation taking the 
public into its confidence and dealing fairly with it. Speaking 
entirely unofficially, I personally feel that the people do not want 
confiscation ; on the contrary all they want is a fair deal — fair 
to the consumer and fair to the utility. What would be absolute 
equity can only be approximated more or less closely as the ac- 
counting records themselves disclose the truth. I believe that the 
only way in which the corporate history of any public utility 
tmdertaking can be properly recorded, codified, analyzed and 
summarized is by means of a uniform system of accounting, built 
on the broad principles the commission has in mind and which 
briefly, I have attempted to describe. 
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Treatment of the Returnable Package in Accounts 

By G. V. W. Lyman, C. P. A. (La.) 

The treatment of the returnable package in accounts is a sub- 
ject on which I have found a wide difference of opinion, and I 
believe its discussion would be of benefit to accountants in gen- 
eral. 

The importance of proper records for the returnable package 
exists in many lines of commerce, but notably in the mineral 
water, liquor and cracker businesses. The account presents four 
distinct features: 

1. There is the liability to the customer for the return to him 
of the amount charged for the package, when it is billed out to 
him with merchandise contained therein. 

2. There is the asset of the actual value of the package in the 
hands of the customer to be returned. 

3. There is the loss or expense of maintenance of the pack- 
age, and the loss from wear and breakage or the value of the 
packages worn out and discarded or dumped. 

4. There is the element of profit on those packages which are 
never returned but are broken or retained by the consumer. 

Taking these in the order named, we have first the liability 
to customers. This is very important. In my experience, I know 
of one large factory that was forced to the wall by the redemp- 
tion of returnable packages during a panic. The records did not 
include this liability and the company was unprepared to meet 
the sudden call for the redemption of outstanding obligations of 
this character, which the tightness of money caused people to 
look up and convert into cash. 

In order to handle this item properly it is necessary to start 
at the time the package is billed out to the customer, (see form i 
at end of this article) and separate it from the merchandise 
therein. From the sales sheet it is posted to the customers' or 
sales ledger (form 2) and it is so recorded there that one may 
at any time ascertain at a glance whether the customer is in- 
debted for merchandise or owes for returnable packages. 

The next step is the credit memo, covering the return of 
these packages (form 3) which, like the sales sheet, is posted 
direct to the customers' or sales ledgers. The total of packages 
charged to customers is credited monthly to outstanding retum- 
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able package account in the general ledger, and this account is 
charged monthly with the packages redeemed both from the total 
of the column in the cash book for those paid for in cash and the 
total of the credit memos for those credited through these 
records. The difference in the outstanding returnable package ac- 
count, if handled in this manner, will at all times show the 
amount, in dollars and cents, of packages outstanding. 

The keeping of the returnable package separate from the mer- 
chandise is important, not only for proper accounting and to as- 
certain the true condition of accounts receivable, but it is also 
important in arriving at proper commissions due salesmen, as 
no factory or business can properly pay a commission on that 
part of the sales which nets them no profit and is only a neces- 
sary expense in their operation. 

The second factor is the asset consisting of the value of the 
package to be redeemed. 

As in almost every case where a returnable container is 
used in trade the price charged for the container exceeds its 
actual cost, this asset cannot equal the amount charged. In 
many cases the original cost is not more than sixty or seventy 
per cent of the charge and its value as an asset is less than its 
original cost, for by use it has become second-hand and requires 
expense in labor and often in material before it can again be 
fit for use. Therefore when considering these outstanding pack- 
ages as an asset, they can only be properly so taken at a value 
not to exceed their cash second-hand worth if returned and in 
stock. This asset only appears on the books, of course, at in- 
ventory periods, and is handled as shown later. 

The third question is maintenance or loss. 

The cost of maintenance is handled as would be any other 
expense account in the records and is covered by an account 
known as maintenance of returnable packages. This includes 
all labor and material used in cleaning or repairing and prepar- 
ing returned containers for use, but does not cover the value of 
containers discarded or dumped. Worn out or discarded con- 
tainers are charged to profit and loss and credited to returnable 
packages account. 

It will be noted that I here introduce a new account, "re- 
turnable packages account." This account has nothing to do 
with the accotmt known as "outstanding returnable packages/* 
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mentioned above. Returnable packages account is started with 
the inventory of packages on hand in the factory or ware- 
house and the inventory of the actual value of returnable pack- 
ages in the hands of customers. To this account is charged dur- 
ing the year the purchases (at cost) of new containers. It is 
credited with containers discarded or dumped. In other words, 
the returnable package account is the asset account and the out- 
standing returnable packages account is the liability account. 
These two, with the maintenance of returnable packages ac- 
count, complete the accounting record of the returnable pack- 
age in all cases where the container is charged for as a part of 
the selling price of the merchandise ; but they do not in any way 
cover the method necessary or desirable where the value of the 
container is not included in the selling price or repurchased by the 
manufacturer, but is simply kept track of and collected by the 
distributor, as is the case in a few branches of trade. 

This now brings us to the fourth and last element, that of 
profit on containers broken or retained by the consumer. 

While this profit does undoubtedly exist, the determination 
of its exact amount is extremely difficult, if not impossible, and 
the only practical method is to determine by experience the 
percentage of the containers sold which are never returned, but 
are paid for by customers and whose age precludes their being 
returned for credit. In arriving at this percentage, care should 
be used to be conservative in order that the liability may not 
be reduced below its real amotmt. Once ascertained, this profit 
is credited to profit and loss and charged to outstanding return- 
able packages account ; but this must be done, of course, before 
the inventory of containers in hands of customers is made up, 
as that also is calculated on a percentage basis and governed by 
the balance shown on the outstanding returnable package account. 

There is another important feature in the proper handling 
of returnable packages which I have not discussed and that is 
the relation to accounts receivable. Unless form 2 or something 
similar is used for a customers' or sales ledger, it will be very 
difficult to separate the real asset in the accounts receivable from 
the amount due for returnable packages, and in certifjdng to 
the statement the accountant is likely to deceive the banker or 
stockholder who receives his report as to the real condition of 
the business under examination, and thereby not only to hurt his 
own reputation, but to injure the profession as a whole. 
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I should like to see this subject discussed by others in The 
Journal op Accountancy, and trust this article will provoke 
a discussion. 
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Theory and Practice 

By Allan W. Wright 

"The importance of principle is to be emphasized through- 
out. In simpler situations a shrewd empirical tact suffices; 
in complex ones sound practice is more and more dependent 
on sound theory. Knowledge of principles is necessary to 
offset the limitations of experience and the narrowness of 
interests; the corrective of application is needed to make 
principles real and vital." ^ 

In these words Professor Jastrow states a principle that 
may be followed with profit by every accoimtant who desires 
eminence and success. 

The words theory and theater come from the same Greek 
root. A theater is "a place for seeing." In Greek theaters the 
spectators sat on the slope of a hill, where they could look down 
upon the play. 

The word theory, which has been defined to be an organic 
development of the relations between the parts of any systematic 
whole, carries the same idea of things seen in the large, as from 
an elevated and detached viewpoint. If one could be suspended 
above a city, he would lose sight of small things, but would be 
able to form a perfect theory of its design. Its boundaries by 
field and water, its grand divisions, its dissevering streams and 
boulevards and arteries of traffic, its parks and monumental 
buildings would stand out in bold relief, and the relations of parts 
to parts would be clearly seen. 

Similarly the decisive outlines and outstanding importances 
tend to emerge in the regions of knowledge as one rises to a 
superior and comprehensive vision. Fundamental laws and doc- 
trines appear. Frameworks of principle, upon which practices 
are moulded and by which they may be explained, are discerned, 
while details sink to the levels of their relative importance. 

"Shrewd, empirical tact!" How blind to his chief means 
of progress is the accountant who depends upon shrewd tact! 
He feels his way as one in the dark. Finding an office poorly or- 



^ Introduction by Joseph Jastbow. head of the department of psychology In 
the university of Wisconsin, to Psychology in Daily Life, by Casl Emil Sbashobb, 
professor of psychology In the state uniyersity of Iowa. 

431 



Digitized by 



Google 



The Journal of Accountancy 

ganized, he experiments here, adventures there, tries this device, 
that expedient and the other procedure, until by slow, laborious 
and costly experience an organization of more or less efficiency 
is developed. He confines himself to applying the results of his 
own observation, and gropes his way. It is such as he that 
would put cashiers in charge of customers' ledgers. 

A wiser man realizes that sound practice is dependent upon 
sound theory. He avails himself of the deep insight which science 
gives. He applies the theory evolved from the experimentations 
of other men. To him theory is a torch that casts upon practice 
the illumination of principle. 

The illustrious German strategist, von Moltke, recognized 
the dependence of sound practice upon sound theory. As early 
as 1857 he foresaw the Franco-Prussian war of 1870. In antici- 
pation of it he constructed plan after plan ; that is, he theorized 
upon the subject of war between Prance and Prussia. With the 
fimdamental elements of the situation before his mind, the Ger- 
man armies, arms and equipment, transport facilities, means of 
subsistence, the geographical and climatic conditions, the rules of 
the art of war, and the resources and probable movements of the 
French, he continuously revised and perfected his theory for 
thirteen years. 

In accounting, as the complexities of our civilization and com- 
mercial machinery increase, the importance of sound theory in- 
creases. The experimentation that may be permissible in the 
comer grocery will not do for the great company with many, 
far-flung offices. The issues are too grave to be left to the chance 
findings of empiricism. 

Knowledge of principles, or theory, is necessary to oflFset the 
limitations of experience, or practice, and practice is necessary 
to vitalize, correct and confirm theory. This statement by Pro- 
fessor Jastrow has been expressed by another writer as follows : 
"Theory, without practice to test it, to verify it, to correct it, 
is idle speculation; but practice, without theory to animate it, 
is mere mechanism. In every art and business, theory is the 
soul and practice the body." 

It is interesting to note that this interdependence and reaction 
between theory and phenomena, or practice, is to be observed in 
the progress of all knowledge and the growth of all science. First 
the slow and unconscious observation by primitive races of men 
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of natural occurrences, such as the apparent movement of the 
heavenly bodies. Then when considerable progress had been 
made, questions about the meaning and causes of the phenomena 
and the connections between them. Next the establishment of 
an h)rpothesis to explain the phenomena. Then, from the h3rpothe- 
sis, as a new starting-point, another series of observations by 
which to test the correctness of the hjrpothesis. Then more of 
hypothesis, observation and inference, until by successive repeti- 
tions of the process we have arrived at the present state of 
knowledge. 

From the accountant who is content to practise a method 
without knowing its theory, no progress is to be expected. His 
thoughts will never rise from the details to the principles of his 
work. 

Progress comes to men of aspiring spirit; men who thirst 
after an ordered knowledge, and are not satisfied imtil phe- 
nomena are explained by, and resolved into, causes and reasons, 
principles and laws. But those who would accomplish this may 
not remain on the level of details, or below their level, sub- 
merged by them. They must rise above them, where a compre- 
hensive survey is possible, where relationships can be rightly 
seen, and things assume their true proportions. 

Captain A. T. Mahan, the well-known naval authority, has 
eflFectively expressed this idea in the following words: ". . . 
first, the diligent and close study of details, by which knowledge 
is perfected; and, second, a certain detachment of the mind 
from the prejudgments and passions engendered by immediate 
contact, a certain remoteness, corresponding to the idea of phy- 
sical distance, in virtue of which confusion and distortion of 
impression disappear and one is enabled not only to distinguish 
the decisive outlines of a scheme, but also to relegate to their 
true place in the scheme subordinate details, which at jthe 
moment of occurrence had made an exaggerated impression 
from their very nearness." 

The pursuit of principles is important to the accountant 
because the discovery and formulation of them requires con- 
scious eflfort to grasp the larger aspects of things, to take a bird's- 
eye view of a situation. This will enlarge his horizon, ex- 
pand his powers and sharpen the edge of his discrimination. 
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The accountant who strives to master the theory of his pro- 
fession will do more than insure the soimdness of his practice. 
He will form a habit of mastery. He will think his problems 
through, and comprehend clearly the philosophy of their solution. 
He will strengthen his powers of analysis. He will increase his 
self-confidence, initiative and resourcefulness. And who does 
not know that these are powerful factors in the making of 
success ? 
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EDITORIAL 
Certification of Borrowers' Statements 

Accountants will learn with peculiar gratification that the 
movement to secure cooperation of bankers in the matter of 
certification of borrowers' statements is gaining headway and 
that in one city at least definite action has been taken for the 
introduction of rational and business-like methods. 

At a meeting of the Spokane Clearing House Association 
held on March 24th the following recommendation was made by 
a jcommittee and passed by the meeting as a resolution : 

Your committee to whom was referred the question of requiring those 
who seek accommodation from banking institutions to furnish state* 
ments prepared by certified public accountants, report as follows: 

We recommend that, so far as possible, in the case of all firms and 
corporations that seek accommodation, they be requested to furnish with 
their individual statements reports by some recognized and reputable 
accountant; and that such reports shall have been made after a thorough 
examination and at regular periods during the two or three years pre- 
vious to the time when such accommodation is sought. 

We are led to report thus favorably on this question to the clearing 
house, believing that such statements will be equally as beneficial to the 
borrower as to the financial institution that may be entertaining the 
making of the loan to any firm, corporation or individual. 

The foregoing resolution is the first definite action of which 
we have record of an attempt to put into force the resolution 
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adopted by the American Bankers' Association in 1908- to the 
eflEect that certification should be encouraged and wherever pos- 
sible made obligatory. There is ample evidence of a general 
desire on the part of bankers to introduce a system which is of 
advantage to all parties concerned and it is somewhat remarkable 
that in spite of this general recognition of the need for certifi- 
cation nothing of a practical nature was done prior to the ac- 
tion taken by the Spokane Clearing House Association. 

Most of our readers are familiar with a book published by 
the American Association of PubUc Accountants last year in 
which the opinions of approximately eight himdred and fifty 
bankers were given, almost all of which were in favor of re- 
questing that borrowers and note brokers present statements 
certified by public accoimtants. What has now been done in 
Spokane is merely putting into effect an idea which is almost 
universally approved. 

It may be said that bankers as a whole having been convinced 
of the necessity for certified statements the only thing yet need- 
ful for a general adoption of the principle is a public knowledge 
of the advantages to be derived therefrom. If the public could 
be brought to know and admit the truth that a thorough and 
periodical examination of condition by an independent investi- 
gator invariably leads to better credit relations with the bank 
and is frequently conducive of a better tmderstanding of actual 
conditions, there is no doubt that the public itself would volun- 
tarily submit to investigation and present commercial paper to 
banking houses in confident expectation of more favorable treat- 
ment. 

Naturally any movement so revolutionary in its nature must 
proceed slowly, but there is certainly no cause for discourage- 
ment. Rather is it reason for encouragement that there has 
been so great an advance in so few years. In time other cities 
will follow the example set by Spokane and what is now merely 
a custom of a few of the banks will become almost universal. 

The action taken by the clearing house association of Spokane 
is noteworthy and in an economic sense most valuable. 
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EditoricU 

Depreciation of Public Utilities 

The relentless law of equal and opposite reaction which ap- 
plies throughout the realm of physics seems to be almost as im- 
perative in economics. 

One of the most striking instances of this truth is to be found 
in the tendency of the public to insist upon depreciation allow- 
ance in the accounts not only of common carriers but of all 
public utilities as well. A few years ago the item "depreciation" 
(an unfortunate name) was regarded askance by the ordinary 
man and accountants found it difficult and in many instances were 
absolutely forbidden to make provision, other than through 
charges for replacements and renewals, for the exhaustion of the 
capital assets of a corporation or company in which the public 
had any direct interest. It was alleged that the inclusion of de- 
preciation was merely a scheme by which to decrease the ap- 
parent profits from operation so that a few interested persons 
could receive a sort of secret advantage over and above the 
ostensible revenues derived from investment. 

Now, however, a great change has come to pass and the pub- 
lic insists not only that there shall be depreciation but in many 
cases that the depreciation shall be of a fixed amount or per- 
centage. The expression of this insistance is found in the rul- 
ings of sundry intrastate bodies of control. 

Here again the accountant is confronted with a difficulty 
which we believe should be seriously considered. In all prob- 
ability there is not one man in a thousand who is competent! to 
determine exactly what rate of depreciation should apply in any 
given instance; and it is absolutely certain that no human being 
could fix a standard rate of depreciation for all corporations or 
companies even if engaged in similar activities. Any measure 
which attempts to fix an arbitrary rate or amount of depreciation 
to cover a class of assets is foredoomed to failure or alt the least 
to produce a considerable injustice. At the present time an 
effort is being made in one of the great industrial states of the 
east to regulate the calculation of depreciation irrespective of 
local conditions, obsolescence, wear and tear or any of the other 
factors which contribute to the determination of the useful life of 
assets. Opposition is made to such a proposition and it is to 
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be hoped that there will be a modification of the suggested regu- 
lations. 

We doubt exceedingly if any accountant or group of ac- 
countants, however able, would dare to express an opinion as to 
a general and prevailing rate of depreciation. There is no more 
vexed question than that of depreciation rates, and until the 
study of economics has advanced much further than there is any 
present indication that it will advance, it would be infinitely pre- 
ferable that the laws, rules and regulations governing account- 
ing as related to public service should be capable of elasticity 
sufficient to enable individual cases to be treated on their in- 
dividual merits. 

The interstate conunerce commission has never yet attempted 
to fix a general or uniform rate of depreciation and has left it 
to each common carrier to determine its own rate, merely speci- 
fjring that there shall be a reasonable allowance for depreciation 
and even this rule is limited in its application to railroad equip- 
ment only. Probably no other controlling commission is half 
so well qualified to determine a matter of this kind as is the 
interstate commerce commission, and it seems not only unwise 
but foolhardy for other commissions, certainly no more capable, 
to attempt to do what the interstate commerce commission has 
heretofore felt unable to do. It is eminently gratifying that the 
principle of depreciation has become recognized. It is an in- 
dication that the public is beginning to understand the funda- 
mentals of sound accounting. But a note of warning is needed 
lest the recognition of a great principle should lead to an at- 
tempt to apply it in a manner inimical to justice and public in- 
terest. 
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Edited by John B. Niven, C. P. A. 

The rulings published by the treasury department since the last issue 
of Thb Jouknal have been almost wholly directed to the simplification 
of the various forms of certificates which had been prescribed hitherto 
for the administration of the law; and the result has been a considerable 
reduction in the number of forms. This issue of The Journal contains 
the modifications so far published which are as indicated below: 

T. D. No. 1973 provides for the alteration of form for monthly list 
returns No. 1044 so that the tax withheld from interest on bonds of dif- 
ferent classes or of more than one organization may be reported on one 
fonn* 

T. D. 1974 does not strictly relate to the modification of a form but 
rather to the simplification of the procedure for deducting tax on in- 
terest on registered bonds. It amends the regulations so as to require 
that the tax will be deducted from the amount of interest due before the 
order itself is issued unless exemption is claimed at least five da3rs before 
the due date of the interest It further provides for an endorsement on 
the order thus relieving the banks of the necessity of requiring certi- 
ficates of ownership. 

T. D. 1976 gives revised forms of certificates to be used when pre- 
senting coupons or interest orders for collection. The ownership of 
bonds is now divided into four general classes, znB., (i) individuals, 
(2) firms and organizations (3) non resident aliens and (4) fiduciaries. 
Where necessary in each class a form is prescribed for the case in which 
exemption is not claimed and another for the case in which exemption 
is claimed; and so that the forms may be distinguished more easily it is 
provided that the former shall be printed on white paper and the latter 
on yellow paper. Certificates by banks on the other hand are to be 
printed on green paper. 

T. D. 1977 allows foreign banks to execute certificates of ownership 
in behalf of non-resident alien owners of bonds of United States cor- 
porations. 



TREASURY DECISIONS 
(T. D. 1973 April 21, 1914) 

Revision of form 1044, monthly list return of amount of normal income 
tax withheld by first bank or collecting agency. 

Collectors are hereby advised that form 1044, for monthly list re- 
turn of amount of normal tax withheld by first bank or collecting agency, 
has been revised in the following particulars, so that the tax withheld from 
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interest on bonds of different classes or of more than one organization 
can be reported thereon: 

In the section of reading matter beginning, "To be made in dupli- 
cate," in the fourth line thereof, change "coupon" to "coupons," and 
strike out "and interest orders." 

In the last line, next above the tabular list, strike out the blank lines 
and the words thereunder, "Describe the particular issue of bonds," and 
"State name and address of debtor organization." 

Strike out the headings in the tabular list and substitute therefor, 
in separate columns, "Party presenting coupons," and immediately there- 
under, in separate columns, "Name" and "Address," "Name of debtor 
corporation," "Name of particular issue of bonds," "Amount of income 
subject to tax," and "Amount of tax withheld." 

Immediately after and under the line of totals of the tabular list there 
shall be a double rule line. Strike out the words now appearing below 
the total line of the tabular list on form 1044, vis,, "Amount of tax re- 
mitted herewith (if any) to collector," and strike out the dotted line 
following these words, and also the dollar mark on the same line, and 
strike out the double rule line appearing immediately thereunder. 

Strike out all of note A appearing at the bottom of the form. 



(T. D. 1974 April 21, 1914) 

Change of regulations as to certificates of ownership in connection with 
interest orders or cheques for interest on registered bonds. 

Articles 41 and 46 of the regulations are hereby amended so as to 
require, in the case of interest payments on bonds registered as to both 
principal and interest, that debtors in such cases shall deduct the normal 
tax of I per cent from accruing interest on all such bonds before sending 
out orders or cheques for said interest to registered owners, unless there 
shall be filed with said debtors, at least five days before the due date 
of said interest, the prescribed certificates claiming exemption. 

Where such certificates are so filed the said debtors shall stamp or 
write on the interest orders or cheques, as the case may be, "Exemption 
claimed by certificate filed with debtor." 

Where prescribed certificates are not so filed, said debtor shall de- 
duct and withhold the normal tax of i per cent from the amount of such 
payment, and shall stamp or write on the interest order or cheque, as 
the case may be, "Income tax withheld by debtor" 

Responsible banks, bankers, or collecting agents receiving for col- 
lection interest orders or cheques bearing the aforesaid indorsements 
may present said interest orders or cheques for collection without re- 
quiring that certificates of ownership be filed therewith. 

Certificates of ownership are not required to accompany interest 
orders or cheques in payment of interest on fully registered bonds, as 
information as to ownership of bonds will be furnished by debtor or- 
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ganizations on monthly list returns, form 1012; but claim for exemption 
must be filed with debtors, or the tax must be withheld; and the form 
of certificate provided for use of owners of coupon bonds may be used 
by owners of registered bonds for the purpose of claiming this exemption. 
Where, because of failure to file certificates claiming exemption, in 
compliance with above regulations, a part of the income from interest 
on registered bonds has been withheld for the payment of the normal 
income tax, debtors may, upon the filing of the proper certificates as pro- 
vided in article 42, income tax regulations, to the extent of exemption 
claimed, release and pay to the persons entitled thereto the amount of 
such income so withheld. 



(T. D. 1976 May 2, 1914) 

Supplemental regulations prescribing revised forms of certificates of 
ownership, exemption, and substitute certificates in lieu of such certifi- 
cates now in use. 

The following certificates are prescribed in lieu of certificates now 
in use, and are to be used in compl3ring with the income-tax regulations 
requiring the filing of certificates when presenting coupons or interest 
orders for collection: 



441 



Digitized by 



Google 



The Journal of Accountancy 

Revised Form looo, 
OwBership Certificate— /wiftc^fMi/— EXEMPTION NOT CLAIMED, 
shall be in the following form and shall be printed on white paper: 



Form 

1000. 

Rerised. 



Ownership Certificate — Individual — Exemption not 
Claimed 

(To be furnlBbed with ooupona or interest orden abowlns ownenhlp 
of bonds.) 



(Qire name of debtor.) 



(Pull description of bonds, giring name of issue and interest rate.) 

, 191 . . Amount of coupon or registered interest $ 

(Date of maturity 
of interest.) 
I do solemnly declare that I am a citizen or resident of the 
United States and am the owner of the above-described bonds 
from which were detached the accompanying coupons, or from 
which I am entitled to the above-described registered interest, 
and that all of the information as given in this certificate is tme 
and correct. I do not now claim exemption from having the 
normal tax of i per cent withheld from said income by the 
debtor at the source. 



Date, 



., 191. 



(Usual business signature 
owner of bonds.) 



(Full post-office address of 
owner.) 



• NOTB 1. — To be filled in only 
wben duly authorised agent exe- 
cutes this certificate for owner. 
In which case the name and ad- 
dress of owner must be given, 
and collecting agent first receiv- 
ing certificate must stamp across 
face, "Satisfied as to idenUty 
and responsibility of agent*' (giv- 
ing name and address of collect- 

ing agent) ^^11 ♦By Aaent. 

«JS[2?"i«il57hl JSSSJP^mJS (Usual business signktu^ of 

owned JoinUy by several persons ^g^n^ authorised to sign 

one may sign, and the names, ad- ^ *" for own«r ) 

dressee, and proportion of owner- " 
ship of each. Indorsed on the back 

'JJora 8.— When numbers of *' (F^h' piktifflce address 

bonds are required to be given, agent.) 

same are to be entered on back 
,, hereof. 

II (SIONATUBBB MUST BS CIAASLT AMD XJK2IBLT WBirnOT.) 

On the back of said certificate there shall be printed, for the mat of 
joint owners of bonds, the following form, to wit: 



JOINT OWNSBS. 

If securities described on other side are owned jointly, the names and 
addresseis of owners and the proportion of ownership of each should be 
given. 
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Names. 


Full post-offlce address. 


Proportion owned. 
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Revised Form locx) B, 
Ownership Certi-ficate — Individual — EXEMPTION CLAIMED, 
shall be in the following form, and shall be printed on yellow paper : 

Ownership Certificate — Individual — Exemption Claimed. 



Form 
1000 B. 
Reyised. 



(To be furnished with coupons or interest orders showing ownership 

of bonds and amount of exemption claimed under paragraph C 

of the Federal income-tax law.) 




(Full description of bonds, giving name of issue and interest rate.) 



, 191 . . Amount of coupon or registered mterest $ 

(Date of maturity 
of interest.) 

Total exemption allowed under paragraph C, $ 

Amount of exemption now claimed, $ 

I do solemnly declare that I am a citizen or resident of the 
United States and am the owner of the above-described bonds 
from which were detached the accompanying coupons, or from 
which I am entitled to the above-described registered interest, 
and that all of the information as given in this certificate is true 
and correct. 



Date. 



191. 



• NOTB 1.— To be filled In only 
when duly authorized agent exe- 
cutes this certificate for owner, 
in which case the name and ad- 
dress of owner must be given, 
and collecting agent first receiv- 
ing certificate must stamp across 
face "Satisfied as to identity and 
responsibility of agent" (giving 
name and address of collecting 
agent.) 

NoTJB 2. — If securities are 
owned Jointly by several persons 
one may sign, and the names, ad- 
dresses, and proportion of own- 
ership of each indorsed on the 
back hereof. 

NoTB 3. — When -numbers of 
bonds are required to be given, 
same are to be entered on back 
hereof. 

(BIONATUBES MUST BE 



(Usual business signature of 
owner of bonds.) 



(Full post-office address of 
owner.) 



*^a*By , Agent 

(Usual business signature of 

agent authorised to sign 

for owner.) 



(Full post-office address of 
agent.) 



CUL4BLY AND UBOIBLT WRITTBN.) 

On the back of said certificate there shall be printed, for the use of 
joint owners of bonds, the following form, to wit: 
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JOINT OWNEKS 



If securities described on other side are owned jointly, the names and 
addresses of owners and the proportion of ownership of each should be 
given. 



Names. 


Full post-office address. 


Proportion owned. 
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Revised Form looi. 
Ownership Certificate — FIRMS AND ORGANIZATIONS, 
shall be in the following form, and shall be printed on yellow paper : 
Ownership Certificate — Firms and Organizations 



Form 

lOOI. 

Revised. 



(Showing ownership of bondSp which ie to be furnished bj flrmi or 
organisations not subject to withholding of tax on interest at source.) 



(Glye name of debtor.) 



(Full description of bonds, glTing name of issue and interest rate.) 



191 . . Amount of coupon or registered interest $ 

(Date of maturity 
of Interest) 

I do solemnly declare that the firm or organization named 
below, and of which I am a member or an officer, is the owner 
of the above-described bonds from which were detached the ac- 
companying coupons, or upon which there is due the above-de-' 
scribed registered interest, and that under the provisions of the 
Income Tax Law and Regulations said interest is exempt from 
having the tax withheld at the source, and that all the informa- 
tion given herein is true and correct 



Date, 



191.. 



(Name of firm or organisation.) 



By 



(Signature of person duly authorised 
to sign, and his official position.) 

Address : , 

(Glye full post-office address of firm or 
organisation.) 



NOTB.- 



-When numbers of bonds are required to be given, same are 
to be entered on back hereof. 
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Revised Form 1002, 

CERTIFICATE FOR USE OF FIRST BANK OR COLLECTING 

AGENCY. 

shall be in the following form, and shall be printed on green paper: 
QotrmcAns of Bank ok Coixecting Agency. 



Form 

1002. 

Rerised. 



(To be pmented with ooapons or interest orders wben not accompanied 
by oerttfleato of owners.) 



(OiTO name of debtor.) 



(Fnll description of bondSp glTing name of issue and interest rate.) 

, 19Z . . Amount of coupon or registered interest $ 

(Date of maturity 

of Interest.) 
I (we) do solemnly declare that the bank or collecting agency 
named below has purchased or accepted for collection the ac- 
companying coupons or interest orders from , 

(Name of party from wbom recelTod.) 

of and that no certificate of ownership ac- 

(Full post-ofllce address of said party.) 

companied said coupons or interest orders, and that I (we) 
have no knowledge as to who is the owner or owners of the 
bonds (except as noted on back hereof)* upon which the above- 
described interest is due, and the bank or collecting agency 
hereby acknowledges responsibility of withholding therefrom the 
normal income tax of i per cent, in accordance with the regu- 
lations of the Treasury Department 

Date, , 191 

(Bank or collecting agency.) 

By 

(Signature of oflicer autborized to 

sign and official position.) 



(Pull address of bank or witbbolding agency.) 



* NOTB. — If the ownersbip of bonds is Icnown to person signing this 
certificate, he must glTO the name and address of the owner on the 
back hereof. 

(8IONATUBBS MUST BS CUBABLT AND LBOIBLT WBITTEN.) 
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Revised Form 1004, 
Ownership Certificate — NONRESIDENT ALIENS, 
shall be in the following form, and shall be printed on yellow paper: 



Form 

10Q4. 

Reylsed. 



OwNEBSHip Certificate — Nonresident Auens. 

(To be furnished with coupons detached from bonds or other obligations 
owned by citizens or subjects, firms, corporations, or organisations 
of foreign countries and who are not residents of the United States.) 



(OlTe name of debtor.) 



(Full description of bonds, giving name of issue and interest rate.) 

, 191 . . Amount of coupon or registered interest $ 

(Date of maturity 
of interest.) 

I do solemnly declare that the owner of the bonds from 
which were detached the accompanying coupons, or upon which 
there matured the aforesaid registered interest, is a nonresident 
alien in respect to the United States, and is exempt from the in- 
come tax imposed on such income by the United States (Govern- 
ment under the law enacted October 3, 1913; that no citizen of 
the United States wherever residing, or foreigner residing in 
the United States or in any of its possessions, has any interest 
in said bonds; and that all of the information as given in this 
certificate is true and correct. 



Date, 



191.. 



(Signature of owner or, if organisation. 
Name.) 



(If organization, signature of official au- 
thorized to sign, and official position.) 



(Full post-office address of owner.) 

NOTB. — When numbers of bonds are required to be given, same are to 
be entered on back hereof. 

(SIONATT7RE8 MUST BS CLKABLT AND UBOIBLT WBITTXN.) 
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Revised Form 1007, 

CERTIFICATE CLAIMING EXEMPTION, 

allowed citizens and resident aliens under paragraph C, shall be in the 
following form, and shall be printed on yellow paper: 



Form 

1007. 

R«TlBed. I 



Exemption Cestxhcatc . 

(For claiming exemption at the source as proylded in paragraph C ot 
the Federal income tax law of October 3, 1913.) 



To 



(Give name of withholding agenL) 



(Full po8t-of&ce address.) 



I hereby serve you with notice that I am single — married, 
with my (wife — husband) living with me, and that I now claim 

the benefit of the exemption of $ , as allowed in paragraph 

C of the Federal income tax law of October 3, 1913 (my total 
exemption under said paragraph being $ ) . 



Date, 



191 . . Signed : 



Address : 



(F\ill post-offlce address.) 



NoTB. — Claim for exemption on Form 1007 can be filed with the debtor 
or withholding agent at any time, not less than 30 days prior to 
March first next succeeding the year for which exemption is 
claimed. 

(SXGMATURBB ICUBT BS CIMAXLT AND LXOIBLT WBnTKM.) 
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Revised Fonn 1015, 
Ownership Certificate — FIDUCIARY, THE SOURCE, 
shall be in the following fonn, and shall be printed on yellow paper: 



Form 

10x5. 

Revifled. 



Ownership Cestikcate — Fiduoaxy, The Source. 

(To be filed with debtor or witbholdtng agents bj fiduciaries clalmiBC 
exemption from withholding at the Bource.) 



(Give 



of debtor.) 



(Pull description of bondSp giving name of Issue and interest rate.) 



, 191 . . Amount of coupon or registered mterest $ 

(Date of maturity 
of interest) 

I (we) do solemnly declare that the estate or trust named 
below is the owner of die above-described bonds from which 
were detached the accompanying coupons, or upon which tiiere 
is due the above-described registered interest, and acting for the 
estate or trust in the capacity herein stated, I (we) hereby de- 
clare that I (we) do now claim exemption from having the 
normal tax of z per cent withheld from said income 1^ the 
debtor at the source. I (we) hereby assume the duty and re- 
sponsibility, imposed upon withholdmg agents under the law, 
of withholding and pa3dng the income tax due, for which I (we) 
may be liable. 



(Name of fiduciary.) (Capacity in which acting.) 



Date, 



., 191. 



For 



(Name of estate or trust) 



(Full post-offloe address.) 

NoTBd — When numbers of bonds are required to be given, same are to 
be entered on the back hereof. 

(8IONATURB8 MUST BS CLBABLT A2n> UDOZBLT WBXTTBH.) 
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Revised Form 1019, 
Certificate of OwnershiD — FIDUCIARY, NOT SOURCE, 
shall be in the following form, and dial! be printed on white paper: 



Form 
1019. 



Ownership Cebtihcate — Fiduciary, Not Souses. 

(To be filed with debtor or withholding agents b7 fldnclariee when not 
claiming anj exemption, as an altematiye to the filing ot Form 
No. 1016 in which exemption is claimed.) 



(Give name of debtor.) 



(Full description of bondSp giving name of issne and interest rate.) 



, 191 . . Amount of coupon or registered mterest $ 

(Date of maturity 
of interest) 

I (we) do solemnly declare that the estate or trust named 
below is the owner 01 the above-described bonds from which 
were detached the accompanying coupons, or upon which there 
is due the above-described rec[istered interest, and acting for 
the estate or trust in the capacity herein stated, I (we) hereby 
declare that I (we) do not now claim exemption from having 
the normal tax of i per cent withheld from said income by the 
debtor at the source. 



Date, 



(Name of fiduciary.) 
. , 191 . . For 



(Capacity in which acting.) 
(Name of estate or trust) 

(Full post-ofllce address.) 

NoTB. — When numbers of bonds are required to be given, same are to 
be entered on the back hereof. 

(8IONATUBB8 MUBT BB CLBABLT AND LBOIBLT WBITTBN.) 
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Form 1058, 
Substitute Certificate — EXEMPTION CLAIMED, 
shall be in the following form, and shall be printed on yellow paper : 
Substitute Certimcatb — Exemption CuiiusD. 



Form 
1058. 



(To bo attached to interest coupons when the collecting agent's certifi- 
cate is substituted for the certificate of owner in which exemption 
was claimed.) 



(Giye name of debtor.) 



(Full description of bonds, giving name of issue and Interest rate.) 

, 191- . Amount of coupon or registered interest $ 

(Date of maturity 
of Interest.) 

Total exemption allowed under paragraph C, $ 

Amount of exemption claimed, $ 

I (we) do solemnly declare that the owner of the above-de- 
scribed bonds from which were detached the accompanying in- 
terest coupons has filed with me (us) a certificate of ownership, 

Form No , duly executed and filled in according to 

Treasury Regulations, which certificate has been indorsed by 
me (us) as required by Treasury Regulations, and that under 
the provisions of the income tax law and regulations, said in- 
terest is exempt from the withholding and payment of the in- 
come tax at the sources, or that exemption was claimed as stated 
herein; and I (we) do hereby promise and pledge myself (our- 
selves) to forward the said certificate to the Commissioner of 
Internal Revenue, at Washington, D. C, not later than the 20th 
day of next month, in accordance with Treasury Regulations. 

Date, , 191 . . 



(Name of bank or collecting agency.) 



No. 



By 

(Signature of person authorized to sign, 
and his ofllcial position.) 



(Full post-ofllce address of collecting 
agency.) 
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Form 1059, 
Substitute Certificate — EXEMPTION NOT CLAIMED, 
shall be in the following form, and shall be printed on white paper : 



Form 
1059. 



SuBSTiTUTK Certificate — Exemption Not CuaMED. 

(To be attached to interest coupons wben collecting agent's certificate 
is substituted for certificate of owner In which exemption was not 
claimed.) 



(Oive name of debtor.) 



(Pull description of bonds, giving name of issue and interest rate.) 

« 191 . . Amount of coupon or registered interest $ 

(Date of maturity 
of interest) 

I (we )do solemnly declare thkt the owner of the above-de- 
scribed bonds from which were detached the accompanying cou- 
pons has filed with me (us) a certificate of ownership. Form 

No dtdy executed and filled in according to Treasury 

Regulations, which certificate has been indorsed by me (us) 
as required by Treasury Regulations, and which certificate did 
not claim any exemption from having the normal tax of i per 
ent withheld by the debtor at the source ; and I (we) do hereby 
promise and pledge myself (ourselves) to forward the said certi- 
ficate to the Commissioner of Internal Revenue at Washington, 
D. C, not later than the 20th day of next month, in accordance 
with Treasury Regulations. 



Date, 



No. 



191.. 



(Name of bank or collecting agency.) 



By 

(Signature of person authorized to sign, 
and- his official position.) 



(Full post-office address of collecting 
agency.) 



All certificates shall be, in size, 8 by 3^ inches, and shall be printed 
to read from left to right along the 8*inch dimension. 

All certificates claiming exemption shall be printed on yellow paper; 
all certificates not claiming exemption shall be printed on white paper; 
and certificate form 1002, for use by the first bank or collecting agency, 
shall be printed on green paper. 

All paper upon which certificates shall be printed shall correspond 
in weight and texture to white writing paper 21 by 32, about 40 pounds to 
the ream of 500 ^eets. 

Certificates heretofore authorized, when properly executed, will be 
accepted up to October i, 1914. 
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The revised certificates hereby provided will be printed by the Govern- 
ment and furnished without cost for the use of bond owners. 

All existing regulations which may be in conflict with the prescriptions 
of this regulation are hereby 'superseded. 

Individuals or organizations desiring to print their own certificates 
may do so, but certificates so printed must conform in size and be printed 
in similar type, upon the same color, shade, and weight of paper as used 
by the government. ^^ 



a Sample certificates showing size of type and color of paper can be secured 
from collectors of Internal revenue in their several districts or from the commis- 
sioner of internal revenue at W>>Ph!reton, D. G. 



(T. D. 1977 May 2, 1914) 

Ownership certificate to be executed by foreign banks, bankers, etc., 
claiming exemption of nonresident alien from income tax on interest 
on bonds owned by said nonresident alien, viz,: Citizens or subjects, 
firms, corporations, or organizations of foreign countries who are not 
residents of the United States. 

For the purpose of complying with income-tax regulations requiring 
the filing of certificates of ownership of bonds when presenting cou- 
pons or interest orders for collection of interest on bonds of domestic 
corporations of the United States owned by nonresident aliens as to the 
United States, a certificate in the form following is provided, which may 
be executed by responsible banks or bankers in foreign countries for and 
in behalf of nonresident alien owners of bonds of United States cor- 
porations : 
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Form 
1060. 









OwNCssRip Certimcate — Nonresident Auen — To be 
Executed by Banks, Bankers, Etc. 

(For use by foretffo banks or bankers, to accompany coupons detached 
from bonds or other obligations owned by citizens or subjects, firms, 
corporations, or organizations of foreign countries, and who are not 
residents of the United States.) 



(Glye name of debtor.) 



(Full description of bonds, giving name of issue and interest rate.) 

, 191 . . Amount of coupon or registered interest $ 

(Date of maturity 
of interest.) 

I (we) do solemnly declare that the owners of the bonds 
from which were detached the accompanying coupons or upon 
which there matured the aforesaid registered interest are non- 
resident aliens as to the United States and are exempt from the 
income tax imposed on such income by the United States Govern- 
ment under the law enacted October 3, 1913; that no citizen of 
the United States, wherever residing, or foreigner residing in 
the United States or in any of its possessions, has any interest 
in said bonds; and that all of the information as given in this 
certificate is true and correct. I (we) hereby agree that if ^t 
any time vnthin three years from the date of this certificate it 
shall appear that the income or any part thereof represented or 
covered by this certificate was or is subject to the normal tax 
imposed by the United States, upon presentation of proof of 
that fact to me (us) by, from, or through the Commissioner of 
Internal Revenue, Washington, D. C, I (we) will pay and remit 
to the United States (^vemment the amount of tax claimed to 
be due; and I (we) hereby further agree that whenever in the 
judgment of the Commissioner of Internal Revenue it shall be 
necessary in or to the administration of the income-tax law, I 
(w») will, upon request of the said Commissioner of Internal 
Revenue, disclose and furnish to him the names and addresses 
of the owners and the amounts of the bonds aforesaid. 

Date, ,191-. 



(Name of bank or banker.) 



By 

(Signature of official authorized to sign). 



(Official position.) 



(Full post-office address of bank or 
banker.) 

Note. — When numbers of bonds are required to be given, same are to 
be entered on back hereof. 

(SIGNATURES MUST BE CLXAJtLT AMD LEOIBLT WRITTEN.) 
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When foreign banks or bankers shall use the foregoing certificate, they 
may include in one certificate all the coupons from bonds of the same 
class and same issue, and may include in one certificate all the interest 
orders or cheques for interest on registered bonds of the same class and 
same issue. 

The above certificate shall be in size 8 by 3^ inches, and shall be 
printed to read from left to right along the 8-inch dimension. 

The certificate shall be printed on yellow paper and such paper shall 
correspond in weight and texture to white writing paper 21 by 32, about 
40 pounds to the ream of 500 sheets. 

The revised certificate hereby authorized will be printed by the 
Government and furnished without cost. 

Individuals or organizations desiring to furnish their own certificates 
may do so, but certificates so printed must conform in size to that pre- 
scribed above and be printed in similar type upon the same color, shade, 
and weight of paper as used by the government. 

Sample certificates showing size of type and color of paper can be 
secured from collectors of internal revenue in their several districts, 
or from the commissioner of internal revenue, Washington, D. C. 
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Edited by Seymous Walton, C. P. A. 

The following letter was turned over to this department. It speaks 
for itself, and is welcomed, as will be any other intelligent criticisms of 
the department, or of anything which appears in it. 

Brooklyn, N. Y., Apr. 25, 1914, 

Editor, The Journal of Accountancy: 

Dear Sir: 

On page 313 of the April number of The Journal the editor of the 
Student/ Department tries to explain double-entry bookkeeping by per- 
sonifying the business. He conceives of the business as an imaginary 
person capable of owing and of being owed and regards this imaginary 
person as the agent of the proprietor, standing between him and the 
outside world. Therefore, the assets of the proprietor are assets of the 
business, the liabilities of the proprietor are liabilities of the business, 
the net asset of the proprietor is a liability of the business to the proprie- 
tor, and the assets and liabilities of the business are always equal. In 
following that line of argument he seems to be unconscious of the fact 
that he is violating the laws of rational speech, that he is using relative 
terms from a double standpoint. When he says that the accounts pay-* 
able are a liability he means liability of the proprietor, and when he says 
that the net asset is a liability he means liability to the proprietor. He 
is simply reversing the use of words; liability of the proprietor and 
liability to the proprietor are opposites. 

It seems to me that the time has come when accountants should aban- 
don that untenable position and recognize the fact that their occupation 
will never stand upon an equal footing with other professions until 
they learn to use words in their proper sense, until they learn to say 
asset when they mean asset, liability when they mean liability, and net 
capital when they mean net capital. 

Yours very truly, 

C. M. Van Clbve. 

Referring to the above, I think that I have been misquoted. I did not 
conceive of the business as an imaginary person. In the first hypothesis, 
I supposed the business to be financed by A, and therefore to belong to 
him, but to be managed by B, under the name of B & Co., both A and B 
being real persons. In the second hypothesis, A remains as the proprietor, 
but B, the manager, is replaced by A as manager. "He is acting as A 
the capitalist, and A & Co. the business." There is no imaginary person 
dragged in at all. A is a real person whether he is in one respect the 
proprietor, or in another respect the manager or representative of the 
business and its operations. It is not an unusual thing for a man to ap- 
pear in two capacities. If Jones is the executor of an estate that has 
current liabilities of $10,000.00, with no ready money on hand, Jones may 
advance out of his own funds $4,000.00 to pay off pressing claims. Jones, 
as executor now owes $6,000.00 to ordinary creditors and $4,000.00 to 
Jones, the individual. I cannot say that the estate owes these two amounts, 
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because Mr. Van Cleve says that would be personifying the estate. Some- 
how, Jones cannot get it out of his head that some one owes him $4,000.00, 
but, of course he is mistaken, because if anyone does, the amount is an 
asset to Jones, which according to Mr. Van Cleve it cannot be, because 
it is a liability of Jones, executor. Substituting executor for proprietor, 
he says; "He is simply reversing the use of words; liability of the 
proprietor (executor) and liability to the proprietor (executor) are op- 
posites.*' 

As a matter of fact, it is impossible for a money debt to exist that 
is not dual in character. If Smith buys $1,000.00 worth of goods from 
Brown, the $1,000.00 is both a liability and an asset, an account payable 
on Smith's books and an account receivable on Brown's. If Smith gives 
his note for the amount it is his note payable and Brown's note receivable. 
A bond of the city of New York is an asset in the hands of an investor 
and a liability on the part of the city. 

I am perfectly in accord with Mr. Van Cleve in his statement that 
accountants should use words in their proper sense. Let us begin with 
his use of the words "net asset." I cannot find any place where I have 
said that net assets are a liability. Net assets are what is left when all 
debts other than those of the proprietor are paid or provided for. They 
are still assets and nothing can change their character as long as they 
exist. Offsetting them is net worth, which is a liability to be paid for 
out of their proceeds. Because net assets are, of necessity, the same 
amount as net worth is no excuse for confusing the two terms, and call* 
ing net assets a liability. But net worth is only another name for net 
capital. If net capital is not a liability by some person or some things 
to the owner of the capitaf, what is it? Merely because it is not exigible 
until the business is wound up does not change its inherent character. 
When the business is wound up, the capitalist receives his money, or 
what there is left of it, his net capital. No person ever receives money, 
as a business proposition, from another, unless that other is liable to him 
for it. If the net capital is a liability to the capitalist in the final settle- 
ment, why has it not been a liability to him during the whole life of the 
business? Merely stating that it was not is no argument. 

I do not think that I am "violating the laws of rational speech," when 
I claim that accounts payable are a liability of the proprietor, because 
incurred for his benefit, while net worth or net capital (not net assets) 
is a liability to the proprietor, because it was contributed by him and 
must eventually be repaid to him. 

If the business of A & Co. is only one part of A's personal 
fortune, and he keeps a complete set of personal books, how would his 
investment in A & Co. appear on those books? Unquestionably as an 
asset, a money debt due eventually from A & Co. But since every money 
debt is both an asset and a liability, this asset on A's personal books must 
have Its corresponding liability somewhere. If it is not on A & Co.'s 
books in A's capital account, where is it? 
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C. P. A. Examinations 

The object of the following remarks is not to make invidious criticisms 
of any particular examination, or to find fault with any one board of 
examiners. The idea is entirely to stimulate a discussion in this depart- 
ment that will result in a general consensus of opinion as to the character 
of the questions to b^ asked, and also as to the kind of answers that are 
to be expected. In regard to the answers, it is very important to the ap- 
plicant that he know to what extent he is to elaborate his statements and 
how much he is expected to explain his conclusions. Therefore, criticism 
is freely invited of the answers as submitted. If they are not properly 
set up, or if anything essential is omitted, let the examiners say so. 

The fact that the problems submitted are taken from the Virginia ex- 
amination of last October is a mere accident. They happened to be 
available at the time, and were not specially selected. 

The first one is an example of many in which too little information 
is given to enable one to answer it as it should be answered. A general 
statement could have been made as to the proportionate value of the 
space occupied by each department and as to the cost of the furniture and 
fixtures in each, which would afford a basis for the allocation of expenses 
other than those directly chargeable to each department, without intimat- 
ing just how the allocation is to be made. 

An accurate trading account for each department is impossible from the 
data submitted. In such a business all the expenses that are incurred for 
each department specifically should be charged to that department. Rent 
and other house expense, such as janitor service, should be allocated on 
the rental value of the space occupied by each department, based on its 
location as well as on the number of square feet occupied. The haber- 
dashery would probably be located near the entrance, with the idea thai 
men visiting either of the other departments might be attracted by some 
necktie or other article that might strike their fancy as they passed. This 
department should therefore be charged more per square foot than the 
others. 

Insurance should be charged to each department on the basis of the 
average stock carried in each. 

Depreciation on furniture and fixtures for each department should be 
based on the value of the equipment in each. As clothing is usually kept 
in piles on comparatively cheap tables, and shoes are carried in boxes 
fitting into pigeonholes against the wall, while haberdashery would be 
kept in glass showcases, the value of the equipment of the smaller depart- 
ment might easily be greater than that of the other two together. To 
none of these things is there any clue in the problem. 

All this is very confusing to the examinee, who has only a few minutes 
in which to make up his mind as to the proper treatment to give each 
item. He probably knows enough to be sure that the examiners want 
some disposition made of the rent, insurance, depreciation, and possibly 
general expense and office salaries, other than carrying them as unallocated 
expenses of the whole business. Otherwise his departmental trading ac- 
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count is a matter of simple arithmetic — inventory plus purchases minus 
inventory equals cost of goods sold. Adding wages and deducting the 
total from sales gives gross profit of the department. 

In this dilemma, he jumps to the conclusion that the examiner wants 
him to allocate the expenses on the hasis of the sales. Possibly he is 
right as to the wishes of the examiner, but he is certainly wrong in the 
accounting principle. The value of the goods sold is no criterion of the 
rental to be charged. If it were, a small tray of diamonds in a jewelry 
store would be charged more rent than cheap plated silverware occupying 
a dozen shelves. 

Possibly, the intention is to spread the expense on the ratio of the direct 
wages, which vary rather closely in harmony with the sales; but again 
there is no necessary connection. 

It would have been comparatively easy to have given the data neces- 
sary to an intelligent understanding of these points, such as an accountant 
on the spot could quickly ascertain for himself. Then the accounting 
ability of the applicant would be shown by the way in which he treated 
the data. As it stands, the problem is a question of mere bookkeeping. 
After the gross profits of the three departments are ascertained, as in- 
dicated, there would be deducted the general expense, office salaries, rent, 
taxes, insurance, and depreciation to find the profit from operations. 
Then the bad debts would be deducted to find the net profit of the busi- 
ness. The disposition of profits would show first the interest on partners' 
capital and finally the division of the remainder between the two partners. 
The crediting of interest on capital is, of course, entirely useless, since 
profits are divided on the capital ratios, but the problem calls for it 

The problem as it stands is as follows : 

Probi«em 

The ledger of the firm of Cutter & Fitler, retail dealers in men's 
clothing and furnishings, showed the following balances on December 31, 
1912: 

Dr. Cr. 

Cash $ 2396.14 

Accounts receivable 28,226.06 

Bills receivable 1,650.00 

Furniture and fixtures 6,344.92 

Accounts payable $ 12,518.30 

Bills payable 5.598.66 

Inventory, Jan. i, 1912: 

Clothing department 12,689.54 

Shoe department 5^219.78 

Haberdashery department 4,711.44 

Purchases : 

Clothing department 36,148.83 

Shoe department 15,291.34 

Haberdashery department 12,680.27 
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Sales: 

Clothing department 54»723.57 

Shoe department 23,107.82 

Haberdashery department 18,560^ 

Wages : 

Clothing department 2^67.50 

Shoe department 1,324^ 

Haberdashery department 987.65 

General expenses i334-i9 

Office salaries 1450.00 

Rent 3,000.00 

Taxes 782.96 

Insurance 387.39 

Bad debts 463.28 

Amos Catter, capital account 20,ooaoo 

Hiram Fitler, " 10,000.00 

Amos Cutter, withdrawal account 3,701.68 

Hiram Fitler, " " 1,850.84 

$144,508.61 $144,508.61 



Inventories on December 31, 1912, are as follows: 

Clothing department $ 14,466.23 

Shoe department 4,913.62 

Haberdashery department 5,028.96 

Prepayments on that date are: 

Taxes 168.22 

Insurance 57.30 

There are no accrued liabilities. 

Depreciation of 10% is to be written off from furniture and fixtures. 

Each partner is to be credited with 6% interest on his capital. 

No interest is to be charged on partners' withdrawals. 

Net profit or loss to be divided: Cutter 2/3, Fitler 1/3. 

Prepare the following: 

1 — Trading account for each department. 

2 — Profit and loss account 

3 — Capital account of each partner. 

4 — Balance sheet 

Solution 

Trading Accounts 

Clothing Department 

Inventory, Jan. i $ 12,689.54 ©Sales $ 54,72357 

Purchases 36,148.83 ' Inventory, Dec. 31 14466.23 

Wages 2,867.50 

Trading gross profit .. 17483-93 

$ 69,189.80 $ 69.189.80 
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Shoe Department 

Inventory, Jan. i $ 5,219.78 Sales $ 23,107.83 

Purchases 15,291.34 Inventory, Dec. 31 4.9i3-6a 

Wages 1,324.80 

Trading gross profit . . 6,185.52 



$ 28,02144 $ 28,02144 



Haberdashery Department 

Inventory, Jan. i $ 4,7ii44 Sales $ 18,560.26 

Purchases 12,680.27 Inventor, , ".'::. ji 5,028.96 

Wages 987.65 

Trading gross profit . . . 5,209.86 



$ 23,589.22 $ 23,589.22 



Profit and Loss 

General expense $ i334.i9 Clothing profit $ 17483.93 

Office salaries $ 1450.00 Shoe profit 6,185.52 

Rent 3,000.00 Haberdashery profit 5,209.86 

Taxes 614.74 

Insurance 330.09 

Bad debts 463,28 

Dep'n furniture and fix- ' 

tures 634.49 

Net profit 20,552.52 



$ 28379-31 $ 28379.31 



Disposition of Profit 

Interest, Cutter's capital $ 1,200.00 Net profit $ 20.552.52 

" Fitler's " c.00.00 

Cutter 2-3 of remainder 12,501.68 

Fitler 1-3 " " 6,250.84 



$ 20,552.52 % 20,552.52 



The partners' accounts are shown in the balance sheet. 
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BALANCE SHEET, DECEMBER 31 ST, 1913 



Assets 

Furniture and fixtures .$ 5,71043 
Inventories : 

Clothing ..$14466.23 

Shoes 4.9I3-62 

Haberdash- 
ery 5,028.96 24408.81 

Bills receivable 1,650.00 

Accounts receivable 28,226.06 

Cash 2396.14 

Deferred charges: 

Taxes 168.22 

Insurance . 57.30 225.52 



Liabilities 

Amos Cutter, capital: 
Balance 

Jan. I . .$20,000.00 
Interest . . . 1,200.00 
Profit .... 12,501.68 



$33,701.68 
Drawings . 3,701 -68 $ 30,000.00 



Hiram Fitler, capital: 
Balance 

Jan I . .$10,000.00 
Interest . . . 500.00 
Profits . . . 6,250.00 



$16,850.84 
Drawings . 1350-84 



15,000.00 



$ 63,116.96 



Accounts pajrable 12,518.30 

Bills payable 5.598.66 

$ 63,116.96 



Profit and Loss 

As an example of the incorrect use of a term and the equally incor- 
rect treatment of a subject may be cited profit and loss. This term 
should be applied solely to the account through which the nominal ac- 
counts arising from the normal operations of a business are periodically 
cleared. The items entering into it are only those which arise during the 
period covered by it. The final balance of the account will, therefore, 
represent the net profit or loss of the normal operations of the period. 
Any other increases or decreases of the net worth of the business should 
be reflected in the surplus account. The surplus is the sum of the total 
undistributed profits to date, and has been accumulated for the purpose 
of providing for any contingencies that may arise outside of the regular 
business operations. 

Such a contingency is a loss by fire. To put such a loss into the 
profit and loss account of the year is virtually saying that a fire is part 
of the normal operations of the business. 

The following problem from the Virginia examination has recently 
been answered in print by bringing in the loss by fire as part of the clos- 
ing profit and loss entries, which end with a balance, net loss $84.94, (or 
the period. 

Accountants should be very particular as to the treatment given such 
a subject, especially when they publish their answers. The student who 
reads such an answer in a magazine that is supposed to make a specialty 
of accounting subjects is led to adopt wrong views, and is more to be 
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pitied than blamed when a similar answer may gain him a low mark in an 
examination. 

As to the problem, it is eminently fair and well stated. All the infor- 
mation necessary is clearly given, and there is no special technical principle 
that every accountant is not expected to know. The application of the 
80% clause cannot be called a technicality, because it is something that 
every business man is expected to know. 

Problem 

The Carson Clothing Company, wholesale dealers in men's clothing, 
were burned out on the night of September 30th, their furniture, fixtures 
and merchandise being a total loss. 

On June 30, 191 3, (the date of their last inventory) the company's 
condition was as follows: 

Assets LiahUities 

Cash .$ 647362 Accounts payable $ 33482-53 

Accounts receivable 59,618.24 Bills payable 16,251.11 

Bills receivable 9,203.16 

Mdse. inventory 29,592.67 % 49i773-64 

Furniture and fixtures.. 2,293.17 Capital Etc.: 

Prepaid taxes and ins. . . 476.24 Capital stock 40,000.00 

Surplus 17383.46 



$107,657.10 $107,65710 



After entering and posting all transactions to the close of business on 
September 30th, their ledger shows the following balances : 

Cash $ 3,417.97 

Accounts receivable 71,029.82 

Bills receivable 8,314.11 

Inventory, June 30, 1913 29,592.67 

Furniture and fixtures 2,293.17 

Dividends 6,000.00 

Accounts payable $ 38,947.10 

Bills payable 19,254.38 

Capital stock 40,000.00 

Surplus 1738346 

Sales 63357.68 

Merchandise purchases 48,300.59 

Salaries and wages 2,892.50 

Expenses 2482.13 

Advertising 1,624.50 

Insurance 319.11 

Taxes 483.17 

Selling expenses 3,192.88 

$179,942.62 $179,942.62 
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The company's gross profit on sales has been very uniform, averaging 
twenty-five (25) per cent ever since the business was started. Ten 
(10) per cent for depreciation has been written off from furniture and 
fixtures every year. 

The insurance carried was $25,000 on merchandise and $2,000 on fur- 
niture and fixtures, all policies containing the 80% co-insurance clause. 

Prepare the following : 

1 — Statement showing amount of loss and amount of claim against 

the insurance companies. 

2 — Profit and loss account as of Oct. i, 1913, (the prepaid taxes 

on that date being $238.10). 

3 — Balance sheet as of Oct. i, 1913. 

S01.UT10N 

As the gross profit on sales has been uniform at twenty-five per cent, 
deducting that percentage from the sales will give the cost of the goods 
sold in the period. Knowing this, the approximate value of the inventory 
at the time of the fire is found thus: 

Inventory, June 30, 1913 $ 29,592.67 

Purchases since 48,300.59 

$ 77393.26 
Cost of goods sold, 75% of $63,85768 47*893^^ 

Approximate inventory $ 30,000.00 



As 80% of $30,000.00 is $24,000.00 and they were carrying $25,000.00, the 

80% co-insurance clause is covered, as is also true of the furniture and 
fixtures. 

Fire Loss 

Inventory $ 30,000.00 Claim against ins. co. . .$ 27,000.00 

Furniture and fixtures . . 2,235.84 Loss, dr. to surplus 5,554-95 

Unexpired insurance ... 319.11 



$ 32,55495 $ 32.554.95 



This is not strictly accurate, since three months' insurance should have 
been taken up in the profit and loss, but we have no means of judging 
how much this would be. As the policies are cancelled by a total loss, 
the unexpired insurance is wiped out, and since this was done by the 
fire, it is a proper charge to fire loss. This is a point seldom noticed in 
making the statement of a loss by fire. 

An account should always be opened for fire loss, to which will be 
•barged the assets lost at their book value. If any of them are fixed 
assets, such as machinery, they should first be reduced to their book value 
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by a credit to them of the reserve for depreciation. A record is thus 
made on the books in permanent form. As soon as the loss is adjusted, 
the fire loss account may be credited and the insurance companies charged, 
or the credit may be deferred until the money is paid, and may then be 
made direct from the cash book. In any event, the balance of fire loss 
account is covered into surplus, and not into profit and loss. It is an ex- 
traordinary and not a normal loss of the business. 

Profit and Loss, Three Months Ended September 30, 191 3 

Inventory, June 30, '13 $ 29,592.67 Sales $ 63357-68 

Purchases 48,300.59 Inventory, SepL 30, '13 . 30,000.00 

Salaries and wages 2,892.50 

Expenses 2482.13 

Advertising 1,624.50 

Taxes 245.07 

Selling expense 3,192.88 

Furniture and fixtures, 

dep'n 57.33 

Trading profit 5470.oi 

$ 93357.68 $ 93357.68 



Surplus 



Fire loss $ 5,554-95 

Dividend paid 6,000.00 

Balance, Sept. 30, '13 ... 11,798.52 

$ 23,35347 



Balance June 30, '13 . .$ 17383.46 
Profits as above 5470.01 



$ 23,353-47 



Balance Sheet, September 30TH, 1913 
Assets Liabilities 



Cash $ 3417.97 

Accounts receivable 71,029.82 

Notes receivable 8,314.11 

Insurance companies . . 27,000.00 
Prepaid taxes 238.10 

$110,000.00 



Accounts payable $ 38,947.10 

Notes payable 19,254.38 

Capital stock 40,000.00 

Surplus 11,798.52 



$iio,ooaoo 



This brings out clearly the true situation, both as to the trading profit 
and the financial condition. 

Bank Statements 

The second problem of the Virginia examination requires an intimate 
knowledge of the national bank law. The same is true of the fifth question 
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in auditing in •'the same examination which asks for a statement of the 
legal reserve of a bank whose figures are given in detail. 

It is questionable to what extent examiners are justified in giving 
problems and questions that require a knowledge of technical points 
peculiar to a certain line of business, as distinguished from general ac- 
counting principles that govern all commercial transactions. It is not 
necessary for an accountant to have at his finger ends the peculiar techni- 
cal requirements, because he can easily acquaint himself with them when 
occasion requires. A national bank examiner would naturally know them 
all, because he is in constant touch with them, but an ordinary account- 
ant, doing a varied class of work, would only occasionally need this 
technical knowledge, and cannot be expected to burden his mind trying 
to remember it. Every national bank has a copy of the law and of the 
rules and regulations of the department, reference to which will give 
the accountant all the information he needs. A lawyer is not expected 
to give an opinion off-hand on any intricate legal point, but he is sup- 
posed to know what the general principles of law are. It does not seem 
unreasonable to apply the same rule to accountants. 

In the following bank problem, it may be admitted that any one 
should know that the funds on deposit with the reserve agents of the 
East End National Bank, would not serve as part of the reserve of the 
Central National Bank, an entirely different institution, but even that 
requires a knowledge of how one bank makes arrangements to have 
another act as its reserve agent. It is doubtful whether all, even among 
national bank men, would know just what would be the status of the 
circulation, the bonds securing it, and the redemption fund with the 
treasurer of the United States. 

Problem 

An agreement has been reached whereby the Central National Bank 
is to absorb the East End National Bank. The former is to assume all 
of the liabilities of the latter and is to take over all of the latter's assets, 
excepting the banking house and fixtures (which are to be conveyed to 
a trustee, for sale and distribution of the proceeds among the East End 
stockholders) and such loans and discounts as prove, upon investigation, 
to be worthless. After these matters have been adjusted, if the book 
value of the East End stock be greater than that of the Central, the 
holders of the former are to receive the difference in cash; or, if it be 
less, they are to pay the difference. The conditions of the two banks, as 
disclosed by their statements, are as follows: 

Central East End 

Nat. Bank Nat. Bank 
Resources: 

Loans and discounts $11,736,612.78 $1,518,727.99 

U. S. bonds to secure circulation 2,000,000.00 250,000.00 

Bonds and other securities owned 857.852.03 370.244.25 

Banking house and fixtures 60,000.00 40,500.00 
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Due from banks and bankers 1,962,056.25 281,953.18 

" approved reserve agents 1,996,618.96 199,179.10 

Cheques and other cash items 95,652.28 24,247.54 

Exchanges for clearing house 641,115.67 83411.83 

Notes of other national banks 91,540.00 2^50.00 

Fractional currency, etc 5*01 1.93 1,974-76 

Lawful money reserve in bank 1413,023.00 411,218.00 

Redemption fund with U. S. treasurer 100,000.00 I2,5oaoo 

$20,959483.80 $3,196,786.65 



Liabilities: 

Capital stock paid in $ 2,000,000.00 $ 200,000.00 

Surplus 1,500,000.00 i75/xx>.oo 

Undivided profits 494400.00 77,148^23 

Unearned discotmt 129,671.56 10495.55 

Circulation 1,796,700.00 247400.00 

Due to banks and bankers 4,408,270.38 472,64647 

Cashier's cheques 142,978.16 15.585.56 

Certified cheques 359fio540 46,226.71 

Certificates of deposit 1.147.639.95 40247245 

Individual deposits 8,980,718.35 1,549311.68 

$20,595483^) $3,196,786.65 



Show the book value of Central stock. 

Show the book value of East End stock, -after eliminating the banking 
house and fixtures and after charging off the worthless paper, which 
amotmts to $11,648.23. 

Show the amount per share to be received or paid by the East End 
stockholders to equalize the book values. 

Show the condition of the Central after the consolidation has been 
effected. 

SOLUTIOlf 

The book value of the Central National Bank is found by dividing the 
SQoi of the capital stock, surplus and undivided profits, that is, $3,994*- 
400.00, by 20.000, the number of shares. It is $199.72 per share. 

After charging off the banking house and the bad debts against un- 
divided profits, the East End National Bank will have a total book value 
•£ $400,000.00, and therefore a book value of $200.00 per share. 

Before the consolidation is made, the East End bank will pay its 
stockholders 28 cents per share, or $5,600.00 in all, which we will assume 
is paid out of the national bank notes. 
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Crntral National Bank (After consolidation) 



Resources 

Loans and discounts .$I3,243,6(>2.54 

U. S. bonds to secure 

dr'n 2^50,000.00 

Bonds and other se- 
curities 1^228,097.18 

Banking house and 

fixtures 60,000.00 

Due from banks and 

bankers 2,243,989.43 

Due from approved 

res. agents 2,195,798.06 

Cheques and cash 

items 119,899.82 

Exchanges for clear- 
ing house 724,527.50 

Notes of other na- 
tional banks 93^30.00 

Fractional currency, 

etc 6,986.69 

Lawful money re- 
serve in bank . . 1^824,241.00 

Redemption fund with 

U. S. treas 112,500.00 

$24,103,562.22 



Liabilities 

Capital stock paid in .$ 2,200,000.00 

Surplus 1,675,000.00 

Undivided profits ... 518340.00 

Unearned cfiscount .. 140,167.11 

Circulation 2,044,100.00 

Due to banks and 

bankers 4^880,916.85 

Cashier's cheques ... 158,563.72 

Certified cheques ... 405,332.11 

Certificates of deposit 1,550,11240 

Individual deposits.. 10,530,530.03 



$24,103,562.22 



Notes. The amounts due from approved reserve agents of the East 
End National Bank would appear on the Central National's books as due 
from banks and bankers, unless drafts were drawn on the East End's 
correspondents in favor of the reserve agents of the Central. As this is 
such a simple expedient, we have assumed that it would surely be done. 
Or the Central might have made application to the comptroller in ad- 
vance to have the East End's agents designated as theirs, if they wished 
to keep valuable connections. It is not likely that they would allow nearly 
$200,000.00 to be changed from reserves to mere banks and bankers. 

The above statement would then be one that they would be justified 
in publishing. On the Central's books, however, the circulation and re- 
demption fund of the East End would have to be shown separately, 
until they could send to Washington $234,900.00 for the credit of the East 
End's redemption fund, which would release the $250,000.00 of that 
bank's U. S. bonds to secure circulation. After the transfer of these 
bonds to the Central, the latter bank could order new currency of its 
own against them, if it saw fit In the meantime, it would cancel off the 
East End's redemption fund against that bank's circulation. 

Of course, the book value of the consolidated stock would be $4,- 
393,840.00, the total of the capital, surplus and undivided profits, divided 
by 22,000, the total number of shares, or $199.72, the same as it was before 
consolidation. 
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The fourth problem is an excellent test of the student's ability to treat 
with the question as to what constitutes the cost of a property that is 
being developed, preparatory to being offered for sale, and to the setting 
up of the trading statements. Opinions may differ as to the treatment of 
the rents received, but all points in regard to this or any other doubtful 
items will be covered if the student explains his method of dealing with 
it and gives a plausible reason for it 

Problem 

Trial Balance, September jo, 1913 



Dr. Cr. 

Cash $ 7,094.38 

1st mortgage land notes 222346.00 

2d 14,633.00 

Accounts payable $ 4,260^5 

Bills payable 35,000.00 

Bonds payable 400,ooaoo 

Commissions payable 5,743*19 

Real estate — Hilltop Heights 153,000.00 

" Paradise Park 261,000.00 

" Tango Terrace 160,000.00 

Capital stock 300,000.00 

Trunk sewer (see note) .* 11,500.00 

Development— Hilltop Heights 2i,:^.oo 

" Paradise Park 50»750.oo 

" Tango Terrace 40,000.00 

Taxes — Hilltop Heights 1,881.79 

" Paradise Park 3,763.57 

Tango Terrace 5,540*87 

Agents' commissions — Hilltop Heights 7,903.78 

Paradise Park i53o7.55 

" " Tango Terrace 7,43i.Si 

Expenses — Hilltop Heights 498.03 

" Paradise Park 222.70 

" Tan^o Terrace 659.7S 

Advertising — Hilltop Heights 2,666.09 

Paradise Park 3,71840 

" Tango Terrace 3^16.26 

Sales — Hilltop Heights 78,000.00 

" Paradise Park 132,000.00 

" Tango Terrace 86,100.00 

Rents received — Hilltop Heights 211.09 

" " Tango Terrace 1,629.16 

Interest 2631537 

Officers' salaries 10,300.00 

Wages — stenographers and clerks 6327.50 

Office expenses 1,388.58 

General expenses 1,629.16 

$IA|2.944^ $1,042,944^ 
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The foregoing is the September 50th (1913) trial balance of the 
Altruria I^and Company, a corporation engaged in the purchase, develop- 
ment and sale of various suburban properties, now operating three tracts, 
the areas of which are as follows: 

Bought Sold Remainder 

Hilltop Heights 850,000 sq. ft. 120,000 sq. ft 730,000 sq. ft 

Paradise Park 1450,000 *' " 240,000 " " 1,210,000 *^ " 

Tango Terrace 2,000,000 " " 210,000 " ** 1,790,000 " " 

The trunk sewer, which cost $11,500.00, drains Hilltop Heights and 
Paradise Park, which properties adjoin each other, but it has no con- 
nection with Tango Terrace, which is in a di£Ferent locality. The cost 
of this sewer has not been divided between the properties it drains, but 
the management decides that its cost should be pro-rated on a basis of the 
areas of the tracts a£Fected. 

On September 30, 191 3, interest prepayments amount to $661.41 and 
prepaid taxes are as follows: 

Hilltop Heights $ 213-42 

Paradise Park 43i87 

Tango Terrace 620.96 

$1,269^5 



You are required to show : 

1 — Trading account for each property. 

2 — Profit and loss account 

3 — Balance sheet. 

Solution 

The first step is to ascertain the cost of each separate property per 
square foot up to the time when it is developed and ready for sale. This 
would include the original cost of the real estate, the development ex- 
pense, and in the case of two of them, the cost of the trunk sewer. 
The cost of the sewer applies only to Hilltop Heights and Paradise 
Park. The proportionate area of these two properties is 17/46 and 
29/46 respectively, therefore $4,250.00 of the cost of the sewer is charge- 
able to Hilltop Heights, and $7,250.00 to Paradise Park. 

The cost of the three properties is: 

Hilltop Paradise Tango 

Heights Park Terrace 

Real estate $153,000.00 $261,000.00 $160,000.00 

Development 21,250.00 50,75000 40,000.00 

Trunk sewer 4*250.00 7*250.00 

$178^500.00 $319,000.00 $200,000.00 

The square feet are 850,000 1450^000 2,000,000 

Cost per square foot 21c 22c loc 
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Trading Accounts 

HILLTOP HEIGHTS: 

Sales $ 78.000.00 

Less agents' commissions 7>903.78 

Net sales $ 70,096.22 

Cost of land sold, iTOjaoo sq. ft @ 21c 25,200.00 

Gross profit $44396^22 

Taxes 1,668.37 

Expense 498.03 

Advertising 2,666.09 

$ 4332.49 
Less rents received 211.09 4,621.40 

Trading profit $40,274.82 

PARADISE PARK: 

Sales $132,000.00 

Less agents' commissions 15*807.55 

Net sales $116,19245 

Cost of land sold, 240,000 sq, ft @ 22c 52300.00 $6339245 

Taxes $ 3.328.70 

Expenses 222.70 

Advertising 3.71840 7.269*1 

Trading profit $56,122.65 

TANGO TERRACE: 

Sales $ 86,100.00 

Less agents' commissions 743I-5I 

Net sales $ 78.66849 

Cost of land sold 210,000 sq. ft ® loc 21,000.00 

Gross profit $57.66849 

Taxes $ 4.91991 

Expenses 659.75 

Advertising .^ 3316.26 

$ ^39592 
Less rents received 1,629.16 7.766.76 

Trading profit $49,901.73 
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Profit and Loss 

Interest $ 26,153.96 Trading profit : 

Office salaries zo,3oaoo Hilltop Heights $40^74^ 

Wages, stenographer 

and clerks 6327-50 Paradise Park . . . 

Office expenses 1,388.58 Tango Terrace . . . 

General expenses 1,629.16 

Net profit 100,000.00 

$146,299.20 $146,299.20 



56,122.65 
49,901.73 



Altruria Land Company 
BAz^Not Shskt— Septsmb«r 30, 1913 



Assets 

Real estate: 

Hilltop Heights, 

730,000 ft. @ 2IC. .$i53»300.oo 
Paradise Park, 

1,210,000 ft ® 22c 266,200.00 
Tango Terrace, 

1,790,000 ft. (§ IOC 179,000.00 
1st mortgage land notes 222,846.00 
2nd " " " 14.633.00 
Taxes paid in advance 1,269.25 
Interest paid in ad- 
vance 66141 

Cash 7,094.38 



Liabiiiiies 

Capital stock $300,000.00 

Surplus ioo,ooaoo 

Bonds payable 400,ooojOO 

Notes payable 35,000.00 

Accounts payable 4^260.85 

Commissions payable .. 5,743.19 



$845,004.04 



$845,004.04 



In the trading statements, the rents received are deducted from the ex- 
penses, instead of being added to the gross profits, because the business of 
the company was that of developing and selling real estate, and not of 
renting it. Therefore the rent was rather an offset to the expense than 
a regular source of income. 

There is one point not covered in this problem, nor in the solution. 
The status of the bonds payable is not given. If they were secured by a 
blanket mortgage on all the real estate, the company cannot give a clear 
title to any of the lots, when the purchasers have paid for them, unless 
there is a provision in the trust deed providing for the release of specific 
lots upon the payment to the trustee of a definite sum per lot. Mort- 
gages on property that is being subdivided and sold in parcels usually 
contain such a provision. 



473 



Digitized by 



Google 



Book Department 



ELECTRIC LIGHT ACCOUNTS AND THEIR SIGNIFICANCE. 

By H. M. Edwabds, Auditor, The New York Edison Company; 

McGrauhHUl Book Co, Inc., New York, 1914. Price $2.00 net 

Mr. Edwards has furnished the first adequate treatment of this sub- 
ject Following with very little variation the uniform system of accounts 
of the National Electric Light Association and the system prescribed by 
the public service commissions of New York, the author has amplified 
the rules of the codes referred to with an illuminating explanation of 
the significance of the accounts. The book is divided into three parts 
treating respectively of balance sheet or indicant accounts, income ac- 
counts and miscellaneous. The accounting structure is carefully covered 
in the first two parts, each account being concisely but fully. explained. 
In the third part the author discusses at greater length some of the 
more important phases of the accounting and devotes a chapter to the 
work order system with special reference to its applicability in accounting 
for the cost of the unit plant investment and as a control on expenditures 
under budgetary authorizations. 

The troublesome problem of depreciation and depreciation reserves is 
treated more as a managerial policy than an accounting and engineering 
problem. What the author calls the "specific" method for providing a 
reserve (i,e., annual appropriations of fractions of original cost less scrap 
recovery value) he concedes to be theoretically correct but he inclines to 
a more "general" method because of the frequent retirement of plant 
units on account of obsolescence and inadequacy — a condition brought 
about by the rapid development of improvements in central station practice 
and the frequent abnormal increases in business which necessitate the 
supersession of original installations with units of greater capacity. While 
the accumulation of a reserve by means of a rate applied to the quantity 
of current generated or sold may prove adequate, it is not per se an ac- 
counting for depreciation, as there is no necessary relation between cost 
less scrap value and either current generated or sold. The fact that 
capacity and, consequently, sales increase more rapidly than capital outlay 
furnishes the strongest argtunent against a general method. This fact 
is also probably the principal reason why such a method has in practice 
proven satisfactory, because the increasing percentage of the reservation 
may cover any shortage in the original calculation. It should be noted 
that the reserve recommended is to cover both depreciation and con- 
tingencies; it is at once a replacement fund and an insurance fund — a 
provision for something which must happen and something which may 
happen. From the accounting standpoint, separate reserves are preferable. 

While this book will be especially valuable to the electric light employee, 
it has also a value for the public accountant of wide interest and practice. 

H. C. MiuKB 
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BOOKKEEPING FOR ACCOUNTANT STUDENTS. By Lawrence 
R. DiCKSEE, F. C.A. 7th ed. London, Gee & Company. 1913. 5sh. 
Any treatise bearing the name of Didcsee is of interest even though 
it be merely a new edition of a standard work. In this case, inasmuch 
as there is no material alteration in the nature of the work, it is suffi- 
cient to note the evidence of solid merit in the treatise as shown by its 
being the seventh edition of a book first publishd twenty-one years ago. 

Minor points may indeed be open to criticism. An instance may be 
found in the author's statement: 

When an item is on the right-hand or Cr. side of the Ledger: (a) 
If the amount will eventually have to be paid, it is a liability, (b) If the 
amount will not eventually have to be paid, it is a gain. This rule never 
fails. 

But an item indicating that cash has been paid out is on the right- 
hand side of the ledger, and obviously indicates neither a liability nor a 
gain. If the author, however, meant not aii item but a balance he still 
needs to explain such a balance as that of "reserve for depreciation," 
which equally fails to live up to his so-termed unfailing rule. It is also 
to be r^retted that in the glossary of foreign accounting terms, several 
tsrpographical errors in the French and German terms have escaped the 
proofreader's and the author's eyes. 

It is interesting to note that in the elaborate pro forma ledger given 
in the text, the closing "balance sheet" appears as a regular ledger 
account, although the author elsewhere states that such treatment is no 
longer favored, except on the continent. 

Henry Rand Hatfield. 



PRINCIPLES OF FACTORY COST KEEPING By Edward P. 

MoxEY, Jr., Ph.D., C.P. A., pp. 102. The RonaM Press Company, 1913. 

This is a small book of less than one hundred pages, but it is well 
worth reading. It does not attempt to go beyond its title, which speaks 
well for the author. Every business man, every accountant and account- 
ancy student should understand the established principles of cost keep- 
ing. Many of us could not install a creditable cost system in a factory 
without more technical knowledge than we now possess, but there is no 
excuse for inability to talk intelligently on the subject. 

This book presents the subject of factory costs in such a readable and 
logical way that anyone with the slightest comprehension of the subject 
can follow the text readily, and thus acquire enough of a working 
knowledge of principles to discuss the purposes and advantages of cost 
accounts. 

It also serves as a good introductory treatise to the elaborate and 
technical books on cost systems. 

Robert H. Montgomery. 



THE STOCK EXCHANGE PAST AND PRESENT, By A. H. Woolf, 
pp. 121. Gee & Company, London, two shillings and sixpence net 
A series of articles which appeared in The Accountant, of London, 
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has been made the framework of a concise and interesting review of the 
development of the London stock exchange and of the growth of 
speculation and more permanent investment. The author, who is an 
English barrister, does not attempt to deal with the legal aspects of 
stock exchanges but merely reviews the history of their growth and in- 
fluence. There are chapters dealing also in a very cursory way with 
continental bourses and with Wall Street Mr. Woolf begins his story 
in the reign of William III and brings it down to date. The book may be 
recommended to students of finance as an excellent review of stock ex- 
change practice in Great Britain. 



ELECTRIC LIGHTING ACCOUNTS, By George Johnson, F.S.S., 

F.C.I.S. {The Accountant^ Library Vol. XXIX) pp. 171. Gee & 

Company, London. Seven shillings and sixpence net. 

Messrs. Gee and Company have issued a second edition of Vol. XXIX 

in their Accountant^ Library. This is a somewhat extended treatise on 

electric lighting accounts by George Johnson, F.S.S., F.C.I.S. The author 

reviews the laws affecting this class of accounting, gives detailed 

analyses of accounts, and provides a little of everything that the 

accountant concerned with this class of public utilities in Great Britain 

would be likely to require. The considerable differences between practice 

in Great Britain and America make it somewhat doubtful if this book 

will be of much value to practitioners in America but there are many 

points common to both countries and it is interesting to make a comparison 

of conditions. 



THE ENGINEERING INDEX ANNUAL FOR 1913. The Engin- 
eering Magazine Company, New York, 1914. 

The latest edition of this valuable work follows the general scheme 
of its predecessors but certain additions and changes are made which 
considerably improve the style and handiness of the book. It is a 
compilation of the engineering and technical literature of the year, much 
of which has already appeared in the monthly index published by The 
Engineering Magazine. The index is divided and subdivided under the 
principal subjects concerned, and each book or article indexed is briefly 
described as to title and general contents. The index is intended as a 
guide to the great mass of literature which appears each year and per- 
forms a function of the greatest service to everyone interested in engin- 
eering and other technical matters. 

The present volume brings the record down to the December, 1913, 
monthly part of The Engineering Index covering the literature on 
engineering to October, 1913. 



DE MORTUIS NIL NISI BONA. By Spicer & Pecler. H. Poulks 

Lynch & Company, London, 1914. Five shillings net 

For many years it has been generally assumed, with a good show of 

reason, that accounting problems are almost unequalled in their dr3mess, 

but Messrs. Spicer and Pegler, of whose versatility we have now no 

476 



Digitized by 



Google 



Book Department 

further doubt, have conceived the excellent idea that it is possible to 
combine wit and wisdom even in matters of accounting. In the book 
before us there is a series of problems in executorship law and accotmts 
presented in a most attractive way and embellished with some remarkably 
clever and humorous illustrations. The text of the problems is singularly 
devoid of technicalities and plentifully enlivened with matter in lighter 
vein. 

This is the first volume of accounting problems known to humanity 
which can be read for the humor of it and yet it has a more serious and 
valuable side for those who care to investigate it. 



THE INCOME TAX AS APPLIED TO PERSONS. By John 

Nicholson, of the New York Bar. 

This is a pamphlet of 26 pages which purports to be a guide to enable 
the individual citizen and the foreigner resident here to determine with 
facility their rights and obligations under the federal income tax law, both 
in their relations to the government and in transactions with other per- 
sons. It is not to be expected that one can find at this time anything which 
will bring a fresh light to the elucidation of the numerous points of 
controversy and doubt in this complicated problem; and the most that 
can be looked for is a statement in form and language sufficiently simple 
to bring the principles of the law and the regulations for its administra- 
tion within the scope of a layman with ordinary intelligence. 

Probably the author of the pamphlet under review has achieved success 
along the line above indicated as well as any of those whose publications- 
on the subject have appeared. He has divided the subject under captions 
which, with the index provided, enables the reader to get, without 
much difficulty, the law and regulations as applied to his case. 

The pressing necessity of such a guide may have passed, but as the 
income tax is likely to be a permanent public burden in this country it 
is the duty of every one to become conversant with the law and study 
of this pamphlet should amply repay the reader for his trouble and give 
him a good working knowledge of the statute as affecting the individual. 



GUIDE TO THE STUDY OF AUDITING. By Samuel F. Racine. 

Published by The Western Institute of Accountancy, Commerce & 

Finance, Seattle, Wash., 1914. 63 pages. $1.00. 

This is a very full and valuable analysis of Montgomery's Auditing 
Theory and Practice, arranged in question form for the purpose of 
facilitating study. It is in a sense an amplified index and should prove 
of considerable service to students and others. 
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Treatment of Sinldng Funds 

Editor, The Journal of Accountancy: 

Sir: I read with interest the artide entitled Treatment of Sinking 
Funds, by Chas. S. Ludlam, which appeared in the March issue of Thx 

JOURNAI.. 

On page 170 under paragraphs 8 and 9, the author states that the 
premium or discount on bonds purchased for the sinking fund is a profit 
or loss to the mortgagor. It would be extremely interesting to know 
whether the premium or discount should be carried in the sinking fund 
reserve or the surplus account If the premiums or discounts are to be 
entered in the reserve account, it is apparent that a readjustment of 
the amount to be set aside for the retirement of the bonds at maturity 
would be necessary. 

The author also states that current assets should be transferred to the 
sinking fund, without making a charge to income to accumulate a re- 
serve. I fail to see the advantages of this method for the following rea- 
sons: First, the facts are not properly recorded unless a special reserve 
is created; second, the directors of the corporation may pay dividends 
if the amount is not set aside; third, there is no difference in the final 
result 

To illustrate the third point: A corporation issues bonds to the 
amount of $5,000,000, and the accounts show the condition of the com- 
pany before the issue to be as follows: 

Assets 

Plant and property $5,000,000 

Current assets (excess over current liabilities) 500,000 

Liabilities 
Capital stock $ 4>500/xx) 

Surplus i/xx),ooo 

After the bonds are sold, the cash proceeds would appear temporarily 
among current assets until additions to the property were made. As- 
sume that the mortgage requires that a sinking fund be established to retire 
the bonds in twenty years. On the theory that the instalment will be 
paid from current assets without making a deduction from income, the 
accounts as a result of the method employed will reflect the following 
condition at the end of twenty years: 



(a) PI 
(hS SI 
(c) Ci 



Assets 

Plant and property $10,000,000 

Sinking fund 5,000,000 

Current assets (excess over current liab.) 500,000 

Total $15,500,000 
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d) Capital stock 
>) Bonds 
/) Surplus 


$4,500,000 
Sfioofioo 
6,000,000 


Total 


$15,500,000 



Items (b) and (e) would be eliminated after the bonds are paid, 
and there would be $5,000,000 more in the surplus account at the end 
of the period than at the beginning, represented on the asset side by ad- 
ditions to plant and property. If the charges had been made to income 
during the twenty years, we would have as a result a surplus of $1,000,- 
000 and a reserve of $5,000,000; this latter amount could be transferred 
to surplus after the bonds are paid. In the meantime, the advantage is 
had of a proper record of the facts. 

During the twenty-year period, the corporation is in effect making 
additions to plant and property from its surplus earnings. In order to 
pay dividends it must have additional surplus earnings sufficient to pro- 
vide current assets from which to pay them. Is it sound finance for a 
corporation to borrow money in order to pay a sinking fund instalment, 
the current assets having been depleted because dividends were paid? 
It would not be necessary to create a second debt if the company had 
maintained a reserve or an adequate surplus. An indebtedness incurred 
to pay sinking fund instalments would still remain after the bonds had 
been paid. 

Ghorge W. Shipway, 

Certified Public Accountant 

New York, May 4, 1914. 



Treatment of Mortgages and Values 

The Editor, The Journal of Accountancy: 

Sir: Many accountants allow stockholders of a corporation, members 
of a partnership or individuals to fool themselves or their creditors by not 
installing a system that will give the full facts within the same space 
allowed in a report for partial and misleading facts. 

One great fault is where a piece of real property is sold on contract 
and no attention is given to the liability to deliver under certain condi- 
tions. At the time the contract is made the honors are even and, after the 
first payment is made, the cash received is a new form of an asset but 
the liability remains the same. In short, the net liability on a contract 
sale is the original amount of the contract less the unpaid balance. The 
property has not been deeded and no profit can be considered until the 
title passes. The cost or book value of the real property is listed under 
assets, the payment on the principal of the contract sale is an asset. 
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and the net amount due on the contract is a debit charge against the 
liability to deliver. It is the case of a conditional sale and "when property 
is sold on contract it belongs to the seller until title passes." 

The interest on deferred payments is income but no profit on the sale 
of the real property can be taken until the title passes. 

borne argue that the liability would only be the amount of the contract 
less the estimated profit to be realized, but I claim there is no absolute 
proof that the terms of the contract will be fulfilled and, therefore, no 
profit can be considered until the actual transfer of title has taken place. 
If the known profit at the time of making the contract is credited to 
"anticipated profits on uncompleted sale contracts," and "contract sale 
agreements at cost value" is credited with an amount equal to the yalne 
carried on the books for the asset sold on contract, the deal will be 
stated in full. 

Another loophole which is very often taken advantage of is where 
real property is purchased on the basis of a certain value, "subject to" 
a mortgage for a certain known amount. 

The attorney states that the debt is against the property and not a 
liability of the new owner of the property, therefore the innocent person 
or wildcat schemer hides either intentionally or not under the veil pro- 
duced by the statement made by the attorney. 

The real property was purchased on the basis of a certain known value 
and a known debt must be paid before the title to the property is clear, 
therefore the value of the property should be considered the asset and the 
amount of the mortgage a liability. The equity being considered and no 
liability mentioned is in error, misleading and the cause of much harm 
to innocent persons. 

For an example of my views I give a copy of a "modified balance 
sheet" for a large investment company, and claimed by its board of 
directors to be based upon a report made by a well-known firm of ac- 
countants. This report had previously been published in full. The 
"modified balance sheet" referred to is set forth as follows: 

Assets 

Real estate » 000,000,000.00 

Agreements of sale 000,000,000.00 

Mortgages 00,000,000.00 

Bills receivable 00,000,000.00 

Accounts receivable 00,000,000.00 

Stocks of other corporations 000,000.00 

Furniture and equipment 00,000.00 

Cash 000,000.0a 

Total 000,000,000.00 

Liabilities 

Gold notes 000,000,000.00 

Home certificates 0,000,000.00 

Accounts payable , . 00,000.00 

Trust funds 00,000.00 
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Correspondence 

Dividends (uncalled for) 00,000.00 

Capital stock 000,000,000.00 

Surplus 000,000,000.00 

Total 000,000,000.00 

It is a well-known fact that there is a large amount still unpaid on the 
real estate and the "agreements of sale" indicate that the title has not 
passed, and, therefore, I will now give an example of how I claim the 
balance sheet should read. 

Assets 

Cash 00,000,000.00 

Accounts receivable 0,000,000.00 

Notes receivable 0,000,000.00 

Mortgages receivable 0,000,000.00 

Stocks of other corporations 0,000,000.00 

Real estate (at purchase value) 000,000,000.00 

Furniture and equipment 00,000.00 

Total 000,000,000.00 

Ltabilities and capital invested 

Accounts payable 0,000,000.00 

Dividends uncalled for 000,000.00 

Trust funds 000,000.00 

Contract sale agreements 0,000,000.00 

Original amount 0,000,000.00 

Less unpaid balce 00,000.00 

Mortgages payable 00,000.00 

(iold notes 00,000,000.00 

Home certificates 000,000.00 

Total liabilities 00,000,000.00 

Capital stock 0,000,000,000.00 

Surplus 0,000,000,000.00 00,000,000.00 

Total 00,000,000.00 



Too little attention is given by bankers, the purchasers of stock of a 
corporation, the purchaser of an interest in a partnership, etc., to the 
liabilities, and all assets items are sure to be given by the person pre- 
senting the statement, therefore a change as suggested by me above would 
protect all parties and state real facts. The liabilities have to be met and 
they are the facts that are most important since the stated assets will 
show the source from which the money for the payment can be realized. 
Liabilities not stated have caused more harm than can ever be calculated. 

If the statement is presented to a banker for the basis of a loan, 
it is very easy to arrange it so that it will give the cost or book value 
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and at the same time allow space to show the appraised or estimated value, 
and then the facts are dear to all parties concerned. 

If real property is purchased by contract and no title passes until 
certain payments have been made, it is proper to record the deal as fol- 
lows: 
Real estate, title subject to contracts, 

To real estate purchase agreements. 
With explanations. 

The payments on the contract will reduce the liability and the asset re- 
mains the same until the title has been transferred; it can then be writ- 
ten off and charged to real estate. 

Yours very truly, 

R. L. McCsSA. 
San Bernardino, California. 



New York State Society of Certified Ptiblic Accountants 

At the annual meeting of the New York State Society of Certified 
Public Accountants on May nth, 1914, the following were elected officers 
for the ensuing year and directors for the terms specified: 

President, Hamilton S. Corwin; first vice-president, J. Lee Nichol- 
son; second vice-president, W. Sanders Davies; secretary, James P. 
Farrell; treasurer, David E. Boyce. 

Directors for one year, Henry R. M. Cook, Charles Hecht, Charles 
£. W. Hellerson, Duncan Maclnnes, Richard P. Tinsley, and William F. 
Weiss. Directors for two years, Howard B. Cook, Herbert C. Freeman, 
Frederick H. Hurdman, Ferdinand W. Lafrentz, John R. Sparrow and 
Edward L. Suffem. 



Certified Ptiblic Accountants of Massachusetts, Inc. 

At the annual meeting of the Certified Public Accountants of Mas- 
sachusetts, Inc., the following officers were elected: President, J. £. 
Masters; vice-president, William Franklin Hall; secretary, George Lyall; 
treasurer, Gerald Wyman. 



Maine Board ctf Accountancy 

The next examination in Maine for certified public accountants will 
be held at Portland on June 23, 24, 25. Applicants must be either resi- 
dents of Maine for one year, or certified public accountants of another 
state or under a foreign government which extends similar privileges 
to certified public accountants of Maine. 
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The Pennsylvanut Institute of Certified Ptiblic Accountants 

The Pennsylvania Institute of Certified Public Accountants held its 
annual banquet on May 21 st, 1914, at the Manufacturers' Club, Philadel- 
phia. Mr. Alba B. Johnson, president of the Baldwin Locomotive Works^ 
delivered an interesting and instructive address on "The Unrest of the 
World" Mr. Joseph Moore, Jr., president of the Philadelphia Clearing 
House Association, spoke on the "National Reserve Bank Act," and gave 
many interesting details as to the work and future development of the 
system. 



British Society ctf Incorporated Accountants 

The council of the Society of Incorporated Accountants and Auditors 
of Great Britain has issued the twenty-ninth annual report During I9I3» 
151 new members were added to the society's roll, which at the dose 
of the year contained 2,623 names. The number of candidates for ex- 
amination was 552, of whom 378 passed. The income of the society for 
1913 was 16323, and at the close of the year there was a surplus of 
^^632, exclusive of i2,68$ held for benevolent purposes. 



Announcements 



Clinton H. Scovell & Co. annotmce the removal of their offices to no 
State Street, Boston. 



Mackay, Irons & Co., chartered accountants, announce that they have 
opened an office in Dauntsey House, 4B Frederick's Place, Old Jewry, 
London, E. C. 



Williams & West announce that their offices are now at 47 Canada 
Life Bldg., Calgary, Canada. 



Henry M. Wechsler, C. P. A. and J. Emory Mills announce the forma- 
tion of a partnership for the practice of accounting under the firm name 
of Wechsler & Mills, with offices at 46 Cedar St, New York. 
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Announcements 

London dispatches to the daily papers here state that Arthur Whale, 
senior partner in the firm of Whale, Barnett & Co., chartered accountants, 
London, has a picture on the line at this year's Royal Academy exhibition. 
This is the second time that Mr. Whale has been successful. 



Albert T. Bacon, certified public accountant, announces his removal to 
new offices at 901 Continental & Commercial Bank Building, 208 South 
La Salle Street, Chicago 



It is announced, under date of May 14th, 191 4, that Robert L. Cuth- 
"bert, C. P. A., has withdrawn by mutual consent and agreement as a 
partner from the firm of Arthur Young & Company, accountants and 
auditors. 



David Rollo 

We regret to announce the death of David Rollo, one of the original 
"fellows at large of the American Association of Public Accountants and 
a certified public accountant of New York. Mr. Rollo was the eighth 
president of the American Association of Public Accountants and held 
office from 1898-1899. For some years he had been treasurer of John F. 
Betz & Son, Limited, of Philadelphia. His death, which occurred at 
A^id Walnut Street, Philadelphia, followed an illness of several months' 
^duration. 
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